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MANHATTAN BANCORP

To Our Shareholders, Customers and Friends:

We are pleased to report that Manhattan Bancorp and Bank of Manhattan have made significant
progress during our first full quarter of operations. Since completing the initial public offering
in September where we sold $24.9 million of common stock to over 300 local shareholders, we
generated $17.9 million in deposits, funded $18.2 million in loans and increased total assets to $39.4
million as of December 31, 2007,

We have established a foundation of strong capital, well in excess of regulatory minimums, and as a
new bank, we have invested in growth strategies, particularly people, products and systems, Our entire
team of professionals is experienced and knowledgeable in all aspects of our marketplace and client
base. Systems and controls are very important in a new bank, which is subject to ever increasing
regulatory requirements over recent years and we have put the infrastructure in place to support a
larger institution. Importantly, without the challenge of pre-existing loan and liquidity problems, we
are properly positioned for growth and building long term shareholder value.

We believe our strategy of focusing on the larger landscape of providing true relationship banking and
superb customer service, without requiring clients to encounter the frustration of unwarranted fees
and costs, differentiates us from our competitors. This strategy, combined with the extremely strong
capital ratios and direct access to decision makers, allows us to thrive in this dynamic environment.

For those of you who have already opened new banking relationships with Bank of Manhattan, we
sincerely appreciate your support. We invite you to refer the Bank to your friends, family, clients, and
associates. Every referral is an opportunity to increase the value of your investment. We look forward
to expanding our partnership with the community and each of you personally.

On behalf of the entire Board of Directors and the Bank of Manhattan team, we thank our
shareholders, customers and supporters for the important contributions each has made toward our
successes during our initial months of operation.

Kyle S. Ranéford Jeffrey M. Watson
Chairman of the Board President and Chief Executive Officer
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EXPLANATORY NOTE

Manhattan Bancorp is filing this Form 10-K/A to its Annual Report on Form 10-K for the year ended
December 31, 2007 to correct certain inadvertent errors which appeared in the original filing as follows:

(i) To revise the cover page to the Form 10-K to reflect the accurate aggregate market value of the
voting and non-voting common equity held by non-affiliates of the Company,

(ii) In Item 1A. Risk Factors, to revise the risk factor titled “We Face Limits on our Ability to Lend”
to correct an inaccurate lending limit.

(i) In Item 2. Properties, to correct the amount of the initial base rental which the Company pays for
its main office and corporate headquarters.

(iv) In Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations, to revise the table titled “Analysis of Net Interest Income” in the section titled “Net
Interest Income™ to correct the line item “net interest rate spread”.

(v) In Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations to revise the table titled Market Value of Equity in the section titled “Interest Rate
Risk” to correct certain numerical errors.

(vi) In Item 8. Financial Statements and Supplementary Data, to correct a typographical error on the
Consolidated Balance Sheets with respect to the misspelling of the word “institutions”.

(vii) In Item 8. Financial Statements and Supplementary Data, to correct for incomplete title on the
Statement of Cash Flows and to correct the line item “interest paid on deposits”.

For the convenience of the reader, this Form 10-K/A sets forth the Original Form 10-K in its entirety,
as amended by this Form 10-K/A. However, this Form 10-K/A amends only those items expressly noted
above, and except as expressly noted above, no other information in the original Form 10-K is amended
hereby. In addition, Item 15 of Part IV of this Form 10-K/A has been amended to contain the
currently-dated certificates from our CEO and CFO required under Section 302 and 906 of the
Sarbanes-Oxley Act of 2002. These certificates are attached to this Form 10-K/A as Exhibits 31.1, 31.2, 32.1
and 32.2.

This Form 10-K/A does not reflect events occurring after the filing of the Form 10-K or modify or
update those disclosures affected by subsequent events. Consequently, all other information is unchanged
and reflects the disclosures made at the time of the filing of the Form 10-K.
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FORWARD-LOOKING STATEMENTS

The statements contained herein that are not historical facts are forward-looking statements based
upon management’s current expectations and beliefs concerning further developments and their potential
effects on Manhattan Bancorp and its subsidiary. Their forward-looking statements involve risks and
uncertainties, including the risks and uncertainties described herein under the caption “Factors Which May
Affect Future Operating Results.” There can be no assurance that future developments affecting
Manhattan Bancorp will be the same as those anticipated by management, and actual results may differ
from those projected in the forward-looking statements. Statements regarding policies and procedures are
not intended, and should not be interpreted to mean, that such policies and procedures will not be
amended, modified, or repealed at any time in the future.

PART 1
ITEM 1. BUSINESS
General

Manbhattan Bancorp (“Bancorp”) is a bank holding company which was incorporated in August 2006,
in order to acquire Bank of Manhattan, N.A. (the “Bank”), a de novo bank which it acquired on
August 14, 2007. The Bank is a nationally-chartered banking association which was organized under the
laws of the United States on August 15, 2007. Bancorp operates exclusively through the Bank, and the
capital stock of the Bank is its principal asset. The Bank is located in El Segundo, California and at
December 31, 2007 had $39 million in assets, $18 million in net loans receivable and $19 million in
deposits. Unless the context requires otherwise, references in this Form 10-K to the “Company,” “we” or
“us” refers to Bancorp and its consolidated subsidiary, the Bank.

The Company’s goal is to operate and grow the Bank into a profitable community-oriented financial
institution serving primarily entrepreneurs, small and medium-sized businesses, business service
professionals and owners/owner-users of commercial, industrial, and multi-family properties in the Los
Angeles County market area, with particular emphasis on the South Bay, Westside and Los Angeles
airport areas of Los Angeles County in Southern California.

The Company intends to grow by promoting relationship-based products and services to meet the
banking needs of its defined customer base. We presently offer a full range of deposit products including
non-interest bearing demand deposit and interest bearing checking accounts, regular savings and
certificates of deposit. We offer cash management services to our commercial checking account customers.
To all of our customers we offer, among other things, wire transfers, electronic bill payment and overdraft
protection.

From the deposit funds generated and our capital proceeds, the Company originates loans. Initially a
substantial portion of these loans may be secured by commercial real estate. However, the Company offers
secured and unsecured commercial term loans and lines of credit, construction loans for individual and
commercial properties. To a much lesser extent, the Company makes home equity and installment loans. It
is not intended that the Company will originate loans that are deemed sub-prime credits or predatory
lending.

The Company offers Internet banking services which allow customers to review their account
information, issue stop payment orders, pay bills, transfer funds, order checks and inquire regarding credit
products electronically. While the Company does not intend to have a proprietary automated teller
machine, we offer debit cards which allow our customers to access nationwide networks.

We offer qualified customers the ability to process deposits through remote item capture from their
place of business.




Bancorp is registered as a bank holding company with the Federal Reserve Board (the “FRB”) and is
subject to examination and regulation as a holding company by the FRB. The Bank is subject to
supervision, examination and regulation by the Office of the Comptroller of Currency (“the “OCC”). Asa
nationally chartered institution, the Bank is a member of the Federal Reserve Bank. The Bank’s deposits
are insured by the Federal Deposit Insurance Corporation (the “FDIC”) up to the maximum limits
thereof.

Competition and Geographic Market Area

The relevant geographical market for the Bank is Los Angeles County. Utilizing the El Segundo
headquarters as the hub, the Bank’s business development officers serve existing and solicit prospective
customers from outlying areas, such as the South Bay, Westside, downtown Los Angeles, South Central
and other surrounding communities. As a business-oriented bank, most of the day-to-day banking activity
is conducted through the use of third-party courier services and remote deposit capture devices.

The banking business in California generally, and specifically in the market area which we serve, is
highly competitive with respect to virtually all products and services and has become increasingly so in
recent years. The industry continues to consolidate and strong, unregulated competitors have entered
banking markets with focused products targeted at highly profitable customer segments. Many largely
unregulated competitors are able to compete across geographic boundaries and provide customers
increasing access to meaningful alternatives to banking services in nearly all significant products. These
competitive trends are likely to continue. We compete for loans and deposits with other commercial banks,
as well as with savings and loan associations, credit unions, thrift and loan companies, and other financial
and non-financial institutions. With respect to commercial bank competitors, the business is largely
dominated by a relatively small number of major banks with many offices operating over a wide
geographical area, which banks have, among other advantages, the ability to finance wide-ranging and
effective advertising campaigns and to allocate their investment resources to regions of highest yield and
demand. Many of the major banks operating in the area offer certain services which we do not offer
directly (but some of which we offer through correspondent institutions.) By virtue of their greater total
capitalization, such banks also have substantially higher lending limits than we will have.

In addition to other banks, our competitors include savings institutions, credit unions, and numerous
non-banking institutions, such as finance companies, leasing companies, insurance companies, brokerage
firms, and investment banking firms. In recent years, increased competition has also developed from
specialized finance and non-finance companies that offer money market and mutual funds, wholesale
finance, credit card, and other consumer finance services, including on-line banking services and personal
finance software. Strong competition for deposit and loan products affects the rates of those products as
well as the terms on which they are offered to customers. Mergers between financial institutions have
placed additional pressure on banks within the industry to streamline their operations, reduce expenses,
and increase revenues to remain competitive. Competition has also intensified due to federal and state
interstate banking laws, which permit banking organizations to expand geographically, and the California
market has been particularly attractive to out-of-state institutions.

Technological innovation has also resulted in increased competition in the financial services market.
Such innovation has, for example, made it possible for non-depository institutions to offer customers
automated transfer payment services that previously had been considered traditional banking products. In
addition, many customers now expect a choice of several delivery systems and channels, including
telephone, mail, home computer, ATMs, self-service branches, andfor in-store branches. In addition to
other banks, the sources of competition for such products include savings associations, credit unions,
brokerage firms, money market and other mutual funds, asset management groups, finance and insurance
companies, and mortgage banking firms. Further, the rise of “internet banking” may require us to compete
with remote entities soliciting customers in our market areas via web based advertising and product
delivery.




In order to compete cffectively, we have created a sales and service culture that combines the
experience of our senior officers, which includes the extensive sales orientation of larger financial
institutions, with the commitment to service and a focus on the individual needs of our business customers
that is found at the best community banks. We seek to provide a level of service and decision-making
responsiveness not generally offered by larger institutions while at the same time providing management
sophistication not universally found at local community banks.

As noted, our primary service area consists of the County of Los Angeles, with a particular emphasis
on the Westside, South Bay and Los Angeles airport areas. As in most major U.S. cities, large banks
dominate the banking industry in Los Angeles County. However, rather than these large financial
institutions, we believe our primary competitors for the small and medium-sized business customer will be
the community banks that can provide the service and responsiveness attractive to small and medium-sized
business customers.

Employees
As of December 31, 2007, the Company had 25 full-time employees.

Supervision and Regulations

Banking is a highly regulated industry. Congress and the states have enacted numerous laws that
govern banks, bank holding companies and the financial services industry, and have created several largely
autonomous regulatory agencies which have authority to examine and supervise banks and bank holding
companies, and to adopt regulations furthering the purpose of the statutes. The primary goals of the
regulatory system are to maintain a safe and sound banking system, to protect depositors and the FDIC
insurance fund, and to facilitate the conduct of sound monetary policy. As a result, the financial condition
and results of operation of the Company, and its ability to grow and engage in various business activities,
can be affected not only by management decisions and general economic conditions, but the requirements
of applicable federal and state laws, regulations, and policies of the various regulatory authorities.

Furthermore, these laws, regulations and policies are continuously under review by Congress, state
legislatures and federal and state regulatory agencies. Changes in laws, regulations and policies can
materially increase the cost of doing business, limit certain business activities or materially adversely affect
competition between banks and other financial intermediaries. While it can be predicted that changes will
occur, what changes, when they will occur, and how they will impact the Company cannot be predicted.

Regulation of Manhattan Bancorp

Manbhattan Bancorp is a registered bank holding company under the Bank Holding Company Act of
1956, as amended, and is regulated by the Federal Reserve Board. The Bancorp is required to file periodic
reports with the Federal Reserve Board and such additional information as the Federal Reserve Board may
require pursuant to the Bank Holding Company Act. The Federal Reserve Board may conduct
examinations of the Bancorp and its subsidiary the Bank.

The Bank Holding Company Act requires every bank holding company to obtain the prior approval of
the Federal Reserve Board before acquiring substantially all the assets of any bank or bank holding
company or ownership or control of any voting shares of any bank or bank holding company, if, after the
acquisition, it would own or control, directly or indirectly, more than 5% of the voting shares of the bank
or bank holding company.

The Bancorp is prohibited by the Bank Holding Company Act, except in statutorily prescribed
instances, from acquiring direct or indirect ownership or control of more than 5% of the outstanding
voting shares of any company that is not a bank or bank holding company and from engaging directly or
indirectly in activities other than those of banking, managing or controlling banks or furnishing services to




its subsidiaries. However, the Bancorp, subject to notification or the prior approval of the Federal Reserve
Board, as applicable in each specific case, may engage in any, or acquire shares of companies engaged in,
activities that are deemed by the Federal Reserve Board to be “so closely related to banking” or managing
or controlling banks as to be a “proper incident thereto.”

In approving acquisitions by bank holding companies of companies engaged in banking-related
activities, the Federal Reserve Board considers whether the performance of any activity by a subsidiary of
the holding company reasonably can be expected to produce benefits to the public, including greater
convenience, increased competition, or gains in efficiency, which outweigh possible adverse effects,
including over-concentration of resources, decrease of competition, conflicts of interest, or unsound
banking practices.

The Federal Reserve Board has adopted capital adequacy guidelines for bank holding companies on a
consolidated basis substantially similar to those of the Comptroller of the Currency which apply to the
Bank. Regulations and policies of the Federal Reserve Board also require a bank holding company to serve
as a source of financial and managerial strength to its subsidiary banks. It is the Federal Reserve Board’s
policy that a bank holding company should stand ready to use available resources to provide adequate
capital funds to a subsidiary bank during periods of financial stress or adversity and should maintain the
financial flexibility and capital-raising capacity to obtain additional resources for assisting a subsidiary
bank. Under certain conditions, the Federal Reserve Board may conclude that certain actions of a bank
holding company, such as a payment of a cash dividend, would constitute an unsafe and unsound banking
practice.

The Bancorp is required to give the Federal Reserve Board prior written notice of any repurchase of
its outstanding equity securities which (for a period of 12 months) is equal to 10% or more of Bancorp’s
consolidated net worth, unless certain conditions are met.

Bank holding company transactions with subsidiaries and other affiliates are restricted, including
qualitative and quantitative restrictions on extensions of credit and similar transactions.

The securities of the Bancorp are subject to the requirements of the Securities Act, and matters
related thereto are regulated by the Securities and Exchange Commission. Certain issuances are also
subject to California’s corporate securities law as administered by the California Commissioner of
Corporations.

‘The Bancorp is subject to the public reporting requirements of the Securities and Exchange Act of
1934, as amended generally applicable to publicly held companies, under Section 15(d) of the Exchange
Act. Companies which file a registration statement under the Securities Act are required under
Section 15(d) of the Exchange Act for at least a 12-month period after the effectiveness of such
registration statement to file periodic quarterly and annual reports under the Securities Act. If and when
the Bancorp has more than 500 shareholders of record, it will be required to register its securities with the
Securities and Exchange Commission under Section 12(g) of the Exchange Act at which time its filing of
periodic reports, as well as certain other reporting obligations, will become mandatory.

Regulation of Bank of Manhattan, N.A.

As a national banking association, the Bank is subject to regulation, supervision and examination by
the OCC. It is also a member of the Federal Reserve System and, as such, is subject to applicable
provisions of the Federal Reserve Act and the regulations promulgated thereunder by the Board of
Governors of the Federal Reserve System. In addition, the deposits of the Bank are insured by the FDIC
to a maximum of $100,000 per depositor, and up to a maximum of $250,000 with respect to certain
retirement accounts. For this protection, the Bank pays a quarterly assessment to the FDIC and is subject
to the rules and regulations of the FDIC pertaining to deposit insurance and other matters. The
regulations of those agencies govern most aspects of the Bank’s business, including the making of periodic




reports by the Bank, and the Bank’s declaring of dividends, investments, loans, borrowings, capital
requirements, certain check-clearing activities, branching, mergers and acquisitions, reserves against
deposits, the issuance of securities and numerous other areas.

The earnings and growth of the Bank is largely dependent on its ability to maintain a favorable
differential or “spread” between the yield on its interest-earning assets and the rate paid on its deposits
and other interest-bearing liabilities. As a result, the Bank’s performance has been and will be influenced
by general economic conditions, both domestic and foreign, the monetary and fiscal policies of the federal
government, and the policies of the regulatory agencies, particularly the Federal Reserve Board. The
Federal Reserve Board implements national monetary policies (such as seeking to curb inflation and
combat recession) by its open-market operations in United States Government securities, by adjusting the
required level of reserves for financial institutions subject to its reserve requirements and by varying the
discount rate applicable to borrowings by banks which are members of the Federal Reserve System. The
actions of the Federal Reserve Board in these areas influence the growth of bank loans, investments and
deposits and also affect interest rates charged on loans and deposits. The nature and impact of any future
changes in monetary policies cannot be predicted.

Capital Adequacy Requirements

The Bank is subject to the regulations of the Comptroller of the Currency governing capital adequacy.
Those regulations incorporate both risk-based and leverage capital requirements. The Comptroller has
established risk-based and leverage capital guidelines for the banks it regulates, which set total capital
requirements and define capital in terms of “core capital elements,” or Tier 1 capital and “supplemental
capital elements,” or Tier 2 capital. Tier 1 capital is generally defined as the sum of the core capital
elements less goodwill and certain intangibles. The following items are defined as core capital elements:
(i) common stockholders’ equity; (ii) qualifying non-cumulative perpetual preferred stock and related
surplus; and (iii) minority interests in the equity accounts of consolidated subsidiaries. Supplementary
capital elements include: (i) allowance for loan and lease losses (but not more than 1.25% of an
institution’s risk-weighted assets); (ii) perpetual preferred stock and related surplus not qualifying as core
capital; (iii) hybrid capital instruments, perpetual debt and mandatory convertible debt instruments; and
(iv} term subordinated debt and intermediate-term preferred stock and related surplus. The maximum
amount of supplemental capital elements which qualifies as Tier 2 capital is limited to 100% of Tier 1
capital, net of goodwill.

The Bank is required to maintain a minimum ratio of qualifying totai capital to total risk-weighted
assets of 8.0% (“Total Risk-Based Capital Ratio™), at least one-half of which must be in the form of Tier 1
capital (“Tier 1 Risk-Based Capital Ratio). Risk-based capital ratios are calculated to provide a measure
of capital that reflects the degree of risk associated with a banking organization’s operations for both
transactions reported on the balance sheet as assets, and transactions, such as letters of credit and recourse
arrangements, which are recorded as off-balance sheet items. Under the risk-based capital guidelines, the
nominal dollar amounts of assets and credit-equivalent amounts of off-balance sheet items are mulitiplied
by one of several risk adjustment percentages, which range from 0% for assets with low credit risk, such as
certain L. S. Treasury securities, to 100% for assets with relatively high credit risk, such as business loans.

The risk-based capital standards also take into account concentrations of credit and the risks of
“non-traditional” activities (those that have not customarily been part of the banking business}. The
regulations require institutions with high or inordinate levels of risk to operate with higher minimum
capital standards, and authorize the regulators to review an institution’s management of such risks in
assessing an institution’s capital adequacy. '

The risk-based capital regulations also include exposure to interest rate risk as a factor that the
regulators will consider in evaluating a bank’s capital adequacy, although interest rate risk does not impact
the calculation of a bank’s risk-based capital ratios. Interest rate risk is the exposure of a bank’s current




and future earnings and equity capital arising from adverse movements in interest rates. While interest risk
is inherent in a bank’s role as financial intermediary, it introduces volatility to bank earnings and to the
economic value of the bank.

Banks are also required to maintain a leverage capital ratio designed to supplement the risk-based
capital guidelines. Banks that have received the highest rating of the five categories used by regulators to
rate banks and are not anticipating or experiencing any significant growth must maintain a ratio of Tier 1
capital (net of all intangibles) to adjusted total assets (“Leverage Capital Ratio”) of at least 3%. All other
institutions are required to maintain a leverage ratio of at least 100 to 200 basis points above the 3%
minimum, for a minimum of 4% to 5%. Pursuant to federal regulations, banks must maintain capital levels
commensurate with the level of risk to which they are exposed, including the volume and severity of
problem loans, and federal regulators may set higher capital requirecments when a bank’s particular
circumstances warrant.

Prompt Corrective Action Provisions

Federal law requires each federal banking agency to take prompt corrective action to resolve the
problems of insured financial institutions, including but not limited to those that fall below one or more
prescribed minimum capital ratios. The federal banking agencies have by regulation defined the following
five capital categories: “well capitalized” (Total Risk-Based Capital Ratio of 10%; Tier 1 Risk-Based
Capital Ratio of 6%; and Leverage Capital Ratio of 5%Y); “adequately capitalized” (Total Risk-Based
Capital Ratio of 8%; Tier 1 Risk-Based Capital Ratio of 4%; and Leverage Capital Ratio of 49%) (or 3% if
the institution receives the highest rating from its primary regulator); “undercapitalized” (Total
Risk-Based Capital Ratio of less than 8%; Tier 1 Risk-Based Capital Ratio of less than 4%; or Leverage
Capital Ratio of less than 4%) (or 3% if the institution receives the highest rating from its primary
regulator); “significantly undercapitalized” (Total Risk-Based Capital Ratio of less than 6%:; Tier 1 Risk
Based Capital Ratio of less than 3%; or lLeverage Capital Ratio less than 3%); and “criticaily
undercapitalized” (tangible equity to total assets less than 2%). A bank may be treated as though it were in
the next lower capital category if after notice and the opportunity for a hearing, the appropriate federal
agency finds an unsafe or unsound condition or practice so warrants, but no bank may be treated as
“critically undercapitalized” unless its actual capital ratio warrants such treatment,

At each successively lower capital category, an insured bank is subject to increased restrictions on its
operations. For example, a bank is generally prohibited from paying management fees to any controlling
persons or from making capital distributions if to do so would make the bank “undercapitalized.” Asset
growth and branching restrictions apply to undercapitalized banks, which are required to submit written
capital restoration plans meeting specified requirements (including a guarantee by the parent holding
company, if any). “Significantly undercapitalized” banks are subject to broad regulatory authority,
including among other things, capital directives, forced mergers, restrictions on the rates of interest they
may pay on deposits, restrictions on asset growth and activities, and prohibitions on paying bonuses or
increasing compensation to senior executive officers without FDIC approval. Even more severe restrictions
apply to critically undercapitalized banks. Most importantly, except under limited circumstances, not later
than 90 days after an insured bank becomes critically undercapitalized, the appropriate federal banking
agency is required to appoint a conservator or receiver for the bank.

In addition to measures taken under the prompt corrective action provisions, insured banks may be
subject to potential actions by the federal regulators for unsafe or unsound practices in conducting their
businesses or for violations of any law, rule, regulation or any condition imposed in writing by the agency
or any written agreement with the agency. Enforcement actions may include the issuance of cease and
desist orders, termination of insurance of deposits (in the case of a bank), the imposition of civil money
penalties, the issuance of directives to increase capital, formal and informal agreements, or removal and
prohibition orders against “institution-affiliated” parties.




Safety and Soundness Standards

The federal banking agencies have also adopted guidelines establishing safety and soundness
standards for all insured depository institutions. Those guidelines relate to internal controls, information
systems, internal audit systems, loan underwriting and documentation, compensation and interest rate
exposure. In general, the standards are designed to assist the federal banking agencies in identifying and
addressing problems at insured depository institutions before capital becomes impaired. If an institution
fails to meet these standards, the appropriate federal banking agency may require the institution to submit
a compliance plan and institute enforcement proceedings if an acceptable compliance plan is not
submitted.

Premiums for Deposit Insurance

The Bank is a member of the Deposit Insurance Fund, maintained by the FDIC, and pays deposit
insurance assessments to the Deposit Insurance Fund. The Deposit Insurance Fund was formed on
March 31, 2006 following the merger of the Bank Insurance Fund and the Savings Association Insurance
Fund in accordance with the Federal Deposit Insurance Reform Act of 2003.

In November 2006 the FDIC adopted a new risk-based insurance assessment system effective
January 1, 2007 designed to tie what banks pay for deposit insurance more closely to the risks they pose.
Under the assessment system, the FDIC assigns an institution to one of four risk categories using a
two-step process based first on capital ratios (the capital group assignment) and then on supervisory
ratings. Each institution risk category is assigned an initial assessment rate based on its risk category. Initial
assessment rates currently range from 5 basis points of deposits for an institution in the highest category
(i.e., well-capitalized and financially sound, with no more than a few minor weaknesses) to 43 basis points
of deposits for an institution in the lowest category (i.e., undercapitalized and substantial supervisory
concerns}). New banks like our Bank, which have not yet received a CAMELS ratings will, until 2010, be
charged an assessment rate equal to one basis point above the minimum rate applicable to Risk Category 1
(6 basis points) until it receives CAMELS component ratings. Beginning in 2010, institutions that are less
than five years old, like our Bank, will be assessed at the highest rate charged in Risk Category 1 (7 basis
points).

In addition, all Federal Deposit Insurance Corporation-insured institutions are required to pay
assessments to the Federal Deposit Insurance Corporation at an annual rate of approximately 0.0122% of
insured deposits to fund interest payments on bonds issued by the Financing Corporation to fund the
closing and disposal of failed thrift institutions by the Resolution Trust Corporation. These assessments will
continue until the Financing Corporation bonds mature in 2017.

Privacy and Data Security

The Gramm-Leach-Bliley Act, which became effective in 2000, imposed new requirements on
financial institutions with respect to consumer privacy. The statute generally prohibits disclosure of
consumer information to non-affiliated third parties unless the consumer has been given the opportunity to
object and has not objected to such disclosure. Financial institutions are further required to disclose their
privacy policies to consumers annually. Financial institutions, however, will be required to comply with
state law if it is more protective of consumer privacy than the Gramm-Leach-Bliley Act. The statute also
directed federal regulators, including the Federal Reserve and the FDIC, to prescribe standards for the
security of consumer information. The Company and the Bank are subject to such standards, as well as
standards for notifying consumers in the event of a security breach.

Community Reinvestment Act

The Bank is subject to certain requirements and reporting obligations involving Community
Reinvestment Act (“CRA”) activities. The CRA generally requires the federal banking agencies to evaluate
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the record of a financial institution in meeting the credit needs of its local communities, including low and
moderate income neighborhoods. The CRA further requires the agencies to take a financial institution’s
record of meeting its community credit needs into account when evaluating applications for, among other
things, domestic branches, consummating mergers or acquisitions, or holding company formations. In
measuring a bank’s compliance with its CRA obligations, the regulators now utilize a performance-based
evaluation system which bases CRA ratings on the bank’s actual lending service and investment
performance, rather than on the extent to which the institution conducts needs assessments, documents
community outreach activities or complies with other procedural requirements. In connection with its
assessment of CRA performance, the agencies assign a rating of “outstanding,” “satisfactory,” “needs to
improve”’ or “substantial noncompliance.”

Other Consumer Prolection Laws and Regulations

The bank regulatory agencies have been increasingly focusing attention on compliance with consumer
protection laws and regulations. Examination and enforcement has become intense, and banks have been
advised to carefully monitor compliance with various consumer protection laws and their implementing
regulations. The Federal Interagency Task Force on Fair Lending issued a policy statement on
discrimination in home mortgage lending describing three methods that federal agencies will use to prove
discrimination: overt evidence of discrimination, evidence of disparate treatment, and evidence of
disparate impact. In addition to CRA and fair lending requirements, the Bank is subject to numerous other
federal consumer protection statutes and regulations. Due to heightened regulatory concern related to
compliance with consumer protection laws and regulations generally, the Bank may incur substantial
compliance costs or be required to expend additional funds for investments in the local communities it
serves.

Commercial Real Estate Lending and Concentrations

On December 2, 2006, the federal bank regulatory agencies released Guidance on Concentrations in
Commercial Real Estate Lending, Sound Risk Management Practices (the “Guidance”). The Guidance,
which was issued in response to the agencies’ concern that rising CRE concentrations might expose
institutions to unanticipated earnings and capital volatility in the event of adverse changes in the
commercial real estate market, reinforces existing regulations and guidelines for real estate lending and
loan portfolio management.

Highlights of the Guidance include the following:

* The agencies have observed that CRE concentrations have been rising over the past several years
with small to mid-size institutions showing the most significant increase in CRE concentrations over
the last decade. However, some institutions’ risk management practices are not evolving with their
increasing CRE concentrations, and therefore, the Guidance reminds institutions that strong risk
management practices and appropriate levels of capital are important elements of a sound CRE
lending program.

* The Guidance applies to national banks and state chartered banks and is also broadly applicable to
bank holding companies. For purposes of the Guidance, CRE loans include loans for land
development and construction, other land loans and loans secured by multifamily and nonfarm
residential properties. The definition also extends to loans to real estate investment trusts and
unsecured loans to developers if their performance is closely linked to the performance of the
general CRE market.

* The agencies recognize that banks serve a vital role in their communities by supplying credit for
business and real estate development. Therefore, the Guidance is not intended to limit banks’ CRE
lending. Instead, the Guidance encourages institutions to identify and monitor credit

11




concentrations, establish internal concentration limits, and report all concentrations to management
and the board of directors on a periodic basis.

* The agencies recognized that different types of CRE lending present different levels of risk, and
therefore, institutions are encouraged to segment their CRE portfolios to acknowledge these
distinctions. However, the CRE portfolio should not be divided into multiple sections simply to
avoid the appearance of risk concentration.

* Institutions should address the following key elements in establishing a risk management framework
for identifying, monitoring, and controlling CRE risk: (1) board of directors and management
oversight; (2) portfolio management; (3) management information systems; (4) market analysis;
(5) credit underwriting standards; (6) portfolio stress testing and sensitivity analysis; and (7) credit
review function.

* As part of the ongoing supervisory monitoring processes, the agencies will use certain criteria to
identify institutions that are potentially exposed to significant CRE concentration risk. An
institution that has experienced rapid growth in CRE lending, has notable exposure to a specific
type of CRE, or is approaching or exceeds specified supervisory criteria may be identified for
further supervisory analysis.

The Company believes that the Guidance is applicable to it, as it has a concentration in CRE loans.
The Company and its board of directors have discussed the Guidance and believe that the Bank’s
underwriting policy, management information systems, independent credit administration process and
monthly monitoring of real estate loan concentrations will be sufficient to address the Guidance. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Financial
Condition—Loans.”

Allowance for Loan and Lease Losses

On December 13, 2006, the federal bank regulatory agencies released Interagency Policy Statement on
the Allowance for Loan and Lease Losses (“ALLL"), which revises and replaces the banking agencies’ 1993
policy statement on the ALLL. The revised statement was issued to ensure consistency with generally
accepted accounting principles (GAAP) and more recent supervisory guidance. The revised statement
extends the applicability of the policy to credit unions. Additionally, the agencies issued 16 FAQs to assist
institutions in complying with both GAAP and ALLL supervisory guidance.

Highlights of the revised statement include the following:

* The revised statement emphasizes that the ALLL represents one of the most significant estimates in
an institution’s financial statements and regulatory reports and that an assessment of the
appropriateness of the ALLL is critical to an institution’s safety and soundness.

* Each institution has a responsibility to develop, maintain, and document a comprehensive,
systematic, and consistently applied process for determining the amounts of the ALLL. An
institution must maintain an ALLL that is sufficient to cover estimated credit losses on individual
impaired loans as well as estimated credit losses inherent in the remainder of the portfolio.

* The revised statement updates the previous guidance on the following issues regarding ALLL:
(1) responsibilities of the board of directors, management, and bank examiners; (2) factors to be
considered in the estimation of ALLL; and (3) objectives and elements of an effective loan review
system.

* The agencies recognize that institutions may not have sufficient time to bring their ALLL processes
and documentation into full compliance with the revised guidance for 2006 year end reporting
purposes. However, these changes and enhancements should be completed near term.
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The Company and its board of directors have discussed the revised statement and believe that the
Company’s ALLL methodology is comprehensive, systematic, and that it is consistently applied across the
Company. The Company believes its management information systems, independent credit administration
process, policies and procedures are sufficient to address the guidance.

Interstate Banking and Branching

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 regulates the interstate
activities of banks and bank holding companies and establishes a framework for nationwide interstate
banking and branching. Since June 1, 1997, a bank in one state has generally been permitted to merge with
a bank in another state without the need for explicit state law authorization. However, states were given
the ability to prohibit interstate mergers with banks in their own state by “opting-out” (enacting state
legislation applying equality to all out-of-state banks prohibiting such mergers) prior to June 1, 1997.

Since 1995, adequately capitalized and managed bank holding companies have been permitted to
acquire banks located in any state, subject to two exceptions: first, any state may still prohibit bank holding
companies from acquiring a bank which is less than five years old; and second, no interstate acquisition can
be consummated by a bank holding company if the acquirer would control more than 10% of the deposits
held by insured depository institutions nationwide or 30% percent or more of the deposits held by insured
depository institutions in any state in which the target bank has branches.

In 1995 California enacted legislation to implement important provisions of the Riegle-Neal Act
discussed above and to repeal California’s previous interstate banking laws, which were largely preempted
by the Riegle-Neal Act.

A bank may establish and operate de novo branches in any state in which the bank does not maintain
a branch if that state has enacted legislation to expressly permit all out-of-state banks to establish branches
in that state. However, California law expressly prohibits an out-of-state bank which does not already have
a California branch office from (i) purchasing a branch office of a California bank (as opposed to
purchasing the entire bank) and thereby establishing a California branch office or (ii) establishing a de
novo branch in California.

The changes effected by the Riegle-Neal Act and California laws have increased competition in the
environment in which the Bank operates to the extent that out-of-state financial institutions may directly or
indirectly enter the Bank’s market areas. It appears that the Riegle-Neal Act has contributed to the
accelerated consolidation’ of the banking industry. While many large out-of-state banks have already
entered the California market as a result of this legislation, it is not possible to predict the precise impact
of this legislation on the Bank and the competitive environment in which it operates.

Financial Modernization Act

Effective March 11, 2000, the Gramm-Leach-Bliley Act, also known as the “Financial Modernization
Act”, enabled full affiliations to occur between banks and securities firms, insurance companies and other
financial service providers. This legislation permits bank holding companies to become “financial holding
companies” and thereby acquire securities firms and insurance companies and engage in other activities
that are financial in nature. A bank holding company may become a financial holding company if each of
its subsidiary banks is “well capitalized™ and “well managed” under applicable definitions, and has at least
a satisfactory rating under the CRA by filing a declaration that the bank holding company wishes to
become a financial holding company.

The Financial Modernization Act defines “financial in nature” to include securities underwriting,
dealing and market making; sponsoring mutual funds and investment companies; insurance underwriting
and agency; merchant banking activities; and activities that the Board has determined to be closely related
to banking. A national bank also may engage, subject to limitations on investment, in activities that are
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financial in nature, other than insurance underwriting, insurance company portfolio investment, real estate
development and real estate investment, through a financial subsidiary of the bank, if the bank is well
capitalized, well managed and has at least a satisfactory CRA rating. Subsidiary banks of a financial
holding company or national banks with financial subsidiaries must continue to be well capitalized and well
managed in order to continue to engage in activities that are financial in nature without regulatory actions
or restrictions, which could include divestiture of financial subsidiaries. In addition, a financial holding
company or a bank may not acquire a company that is engaged in activities that are financial in nature
unless each of the subsidiary banks of the financial holding company or the bank has a CRA rating of
satisfactory or better. The Gramm-Leach-Bliley Act also imposes significant requirements on financial
institutions with respect to the privacy of customer information, and modifies other existing laws, including
those related to community reinvestment.

USA Patriot Act of 2001

The USA Patriot Act of 2001 was enacted in October 2001 in response to the terrorist attacks on
September 11, 2001. The Patriot Act is intended to strengthen United States law enforcement’s and the
intelligence communities’ ability to work cohesively to combat terrorism on a variety of fronts. The impact
of the Patriot Act on financial institutions of all kinds has been significant and wide ranging. The Patriot
Act substantially enhanced existing anti-money laundering and financial transparency laws, and required
appropriate regulatory authorities to adopt rules to promote cooperation among financial institutions,
regulators, and law enforcement entities in identifying parties that may be involved in terrorism or money
laundering. Under the Patriot Act, financial institutions are subject to prohibitions regarding specified
financial transactions and account relationships, as well as enhanced due diligence and “know your
customer” standards in their dealings with foreign financial institutions and foreign customers. For
example, the enhanced due diligence policies, procedures, and controls generally require financial
institutions to take reasonable steps:

* to conduct enhanced scrutiny of account relationships to guard against money laundering and
report any suspicious transactions;

* to ascertain the identity of the nominal and beneficial owners of, and the source of funds deposited
into, each account as needed to guard against money laundering and report any suspicious
transactions; :

* to ascertain for any foreign bank, the shares of which are not publicly traded, the identity of the
owners of the foreign bank, and the nature and extent of the ownership interest of each such owner;
and

* to ascertain whether any foreign bank provides correspondent accounts to other foreign banks and,
if so, the identity of those foreign banks and related due diligence information.

The Patriot Act also requires all financial institutions to establish anti-money laundering programs,
which must include, at minimum:

« the development of internal policies, procedures, and controls;
* the designatibn of a compliance officer;

* an ongoing employee training program; and

* an independent audit function to test the programs.

The Bank has adopted comprehensive policies and procedures, and believes that it has taken all
necessary actions, to ensure compliance with all financial transparency and anti-money laundering laws,
including the Patriot Act. :
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Sarbanes-Oxley Act of 2002
As a public company, we are subject to the Sarbanes-Oxley Act of 2002, which implements a broad

range

of corporate governance and accounting measures for public companies designed to promote

honesty and transparency in corporate America and better protect investors from corporate wrongdoing.
The Sarbanes-Oxley Act’s principal legislation and the derivative regulation and rule making promulgated
by the Securities and Exchange Commission includes:

the creation of an independent accounting oversight board;

auditor independence provisions that restrict non-audit services that accountants may provide to
their audit clients;

additional corporate governance and responsibility measures, including the requirement that the
chief executive officer and chief financial officer certify financial statements;

a requirement that companies establish and maintain a system of internal control over financial
reporting and that a company’s management provide an annual report regarding its assessment of
the effectiveness of such internal control over financial reporting to the company’s independent
accountants;

a requirement that the company’s independent accountants provide an attestation report with
respect to management’s assessment of the effectiveness of the company’s internal control over
financial reporting (this requirement is currently proposed to become effective for companies like
the Bank, which will not be an accelerated SEC filer, for the Company’s fiscal year ending on or
after December 15, 2009);

the forfeiture of bonuses or ather incentive-based compensation and profits from the sale of an
issuer’s securities by directors and senior officers in the twelve month period following initial
publication of any financial statements that later require restatement,

an increase in the oversight of, and enhancement of certain requirements relating to audit
commitiees of public companies and how they interact with the company’s independent auditors;

the requirement that audit committee members must be independent and are absolutely barred
from accepting consulting, advisory or other compensatory fees from the issuer;

the requirement that companies disclose whether at least one member of the committee is a
“financial expert” (as such term is defined by the SEC) and if not, why not;

expanded disclosure requirements for corporate insiders, including accelerated reporting of stock
transactions by insiders and a prohibition on instder trading during pension blackout periods;

a prohibition on personal loans to directors and officers, except certain loans made by insured
financial institutions;

disclosure of a code of ethics and the requirement of filing of a Form 8-K for a change or waiver of
such code;

mandatory disclosure by analysts of potential conflicts of interest; and

a range of enhanced penalties for fraud and other violations

ITEM 1A. RISK FACTORS

In addition to the other information on the risks the Company faces and our management of risk
contained in this annual report or in our regulatory filings, the following are significant risks which may
affect us. Events or circumstances arising from one or more of these risks could adversely affect the
Company’s business, financial condition, operating results and prospects and the value and price of our
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common stock would decline. The risks identified below are not intended to be a comprehensive list of all
risks we face and additional risk that we may currently view as not material may also impair our business
operations and results. '

WE DO NOT HAVE A HISTORY OF PROFITABILITY. The Company did not earn a profit for the year
ended December 31, 2007 nor is it anticipated that we will earn a profit for the ended December 31, 2008.
The losses that occurred during the current year were the results of anticipated start-up costs associated
with developing our operating infrastructure during 2006 and 2007. This was coupled with an initially low
volume of earning assets, a condition expected in new banks. While it is anticipated that the mix of
interest-earning assets will improve during 2008, it is anticipated that losses will occur for the first two full
years of the Company’s operation.

WE MAY SUFFER LOSSES IN OUR LOAN PORTFOLIO DESPITE ADHERENCE TO PRUDENT
UNDERWRITING PRACTICES. The Company mitigates the risks inherent in extending credit by adhering
to sound and proven underwriting practices, managed by experienced and knowledgeable credit
professionals. These practices include analysis of a borrower’s prior credit history, financial statements, tax
returns, and cash flow projections, valuations of collateral based on reports of independent appraisers and
verifications of liquid assets. Although we believe that our underwriting criteria is appropriate for the
various kinds of loans we make, we may incur losses on loans that meet our underwriting criteria, and these
losses may exceed the amounts set aside as reserves in the Bank’s allowance for loan losses. Bank
regulatory agencies, as an integral part of their examination process, review our loans and allowance for
loan losses. While we believe that our allowance for loan losses is adequate to cover potential losses, we
cannot guarantee that future increases to the allowance for loan losses may not be required by regulators
or other third party loan review or financial audits. Any of these occurrences could materially adversely
affect our earnings.

WE COULD BE AT A DISADVANTAGE WHEN COMPETING FOR DEPOSITS AND LOANS WITH
LARGER INSTITUTIONS THAT HAVE LARGER LENDING LIMITS AND ESTABLISHED CUSTOMER
CONTACTS. As a new bank in an established market, the Bank competes with other financial institutions
for deposits, which will be our primary source of funds, and originating loans. Our competition for deposits
will come primarily from savings and commercial banks in the South Bay, Westside and the Los Angeles
airport areas of Los Angeles County, and our competition for loans will come principally from commercial
banks, savings institutions, mortgage banking firms, credit unions, finance companies, mutual funds,
insurance companies and brokerage and investment banking firms. We also will face additional
competition from internet-based institutions. These institutions may have competitive advantages over the
Bank because they have greater capitalization and other resources. They also can offer potential depositors
more convenient depository facilities and borrowers higher lending limits and certain other customer
services which the Bank may not be able to offer. The Bank may have to pay more to attract deposits. This
would hurt our earnings. The Bank may not be successful in attracting the deposits or originating the loans
it will need to sustain its growth. The Bank’s ability to increase its asset base depends in large part on its
ability to attract additional deposits at favorable rates from traditional sources. There is no assurance that
those efforts will be successful.

WE ARE DEPENDENT ON KEY PERSONNEL AND THE LOSS OF ONE OR MORE OF THOSE KEY
PERSONNEL MAY MATERIALLY AND ADVERSELY AFFECT OUR PROSPECTS. Competition for
qualified employees in the banking industry is intense and there are limited numbers of qualified persons
with knowledge of, and experience in, the California community banking industry. The process of
recruiting personnel with the combination of skills and attributes required to carry out our strategies is
often lengthy. The Company’s success depends to a significant degree upon its ability to attract and retain
qualified management, loan origination, finance, administrative, marketing and business development, and
technical personnel and upon the continued contributions of our management and personnel. In
particular, our success had been and continues to be highly dependent upon the abilities of key executives
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and certain other employees. The Company has entered into an employment agreement with its President
and Chief Executive Officer as well as with the three other executive officers, each of which employment
agreement is for a three-year term through August 15, 2010.

WE FACE LIMITS ON OUR ABILITY TO LEND. The Bank’s legal lending limit as of December 31,
2007 was approximately $3.1 million. Accordingly, the size of the loans which we can offer to potential
customers is less than the size of loans which many of our competitors with larger lending limits can offer.
The Bank’s lending limit affects our ability to seek relationships with the area’s larger and more established
businesses. Through our previous experience and retationships with a other financial institutions in the Los
Angeles area, we have the ability to accommodate loan amounts greater that our legal lending limits by
selling participations in those loans to other banks. However, we cannot be assured of any success in
attracting or retaining customers seeking larger loans or that we can engage in participations of those loans
on terms favorable to us.

POOR ECONOMIC CONDITIONS IN SOUTHERN CALIFORNIA, PARTICULARLY IN THE REAL
ESTATE MARKET, MAY CAUSE US TO SUFFER HIGHER DEFAULT RATES ON OUR LOANS AND
DECREASED VALUE OF THE ASSETS WE WILL HOLD AS COLLATERAL. A substantial majority of our
assets and deposits have been and will be generated in Southern California, and at December 31, 2007,
approximately 51% of the Company’s loans were real estate loans, most of which are secured by real
property in Southern California. Conditions in the California real estate market would be expected to
influence the Company’s level of non-performing assets. Late 2007 and early 2008 have seen a substantial
slowing of the Southern California real estate market. A real estate recession in Southern California could
adversely affect our results of operations. In the early 1990s, the entire State of California experienced an
economic recession that resulted in increases in the levels of delinquencies and losses for many of the
state’s financial institutions. In addition, economic activity slowed significantly immediately following the
September 11, 2001 terrorist attacks. A future decline in the Southern California economy would adversely
affect the Company’s business. The State of California continues to face challenges upon which the
long-term impact on the State’s economy cannot be predicted, including the recent unprecedented
disruptions in the secondary mortgage market resulting from reduced investor demand for mortgage loans
and mortgage-backed securities. A general deterioration in economic conditions in Southern California,
whether caused by a national recession or local concerns, could result in higher than expected loan
delinquencies or problem assets, a decline in the values of the collateral that we hold to secure our loan
portfolio, a decrease in demand for our products and services, or lack of growth or a decrease in low cost
or non-interest bearing deposits; any of which could materially hurt our business.

INTEREST RATE FLUCTUATIONS AND OTHER CONDITIONS WHICH ARE OUT OF OUR
CONTROL COULD HARM PROFITABILITY. Our net interest income before provision for loan losses and
net income depends to a great extent on “rate differentials,” i.e., the difference between the income we
receive from our loans, securities and other earning assets, and the interest expense we pay on our deposits
and other liabilities. These rates will be highly sensitive to many factors which will be beyond our control,
including general economic conditions, both domestic and foreign, and the monetary and fiscal policies of
various governmental and regulatory authorities, in particular, the Board of Governors of the Federal
Reserve System. It is impossible to predict the nature or extent of the effect on our aperations of monetary
policy changes or other economic trends over which we have no control, such as unemployment and
inflation. In addition, factors like natural resource prices, international conflicts and terrorist attacks and
other factors beyond our control may adversely affect our business.

OUR BUSINESS MAY BE ADVERSELY AFFECTED BY THE HIGHLY REGULATED ENVIRONMENT
IN WHICH WE OPERATE. As noted, the Company’s operations will be subject to extensive governmentat
supervision, regulation and control and recent legislation has substantially affected the banking business. It
cannot presently be predicted whether or in what form any pending or future legislation may be adopted or
the extent to which the banking industry and the operations of the Bank would be affected. Some of the
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legislative and regulatory changes may benefit us. However, other changes could increase our costs of
doing business or reduce our ability to compete in certain markets.

WE RELY ON COMMUNICATIONS, INFORMATION, OPERATING AND FINANCIAL CONTROL
SYSTEMS TECHNOLOGY FROM THIRD-PARTY SERVICE PROVIDERS. We rely heavily on third-party
service providers for much of our communications, information, operating and financial control systems
technology, including customer relations management, general ledger, loan servicing and loan origination
systems. Any failure or interruption or breach in security of these systems could result in a material adverse
effect on our ability to operate efficiently and expose the Company to regulatory, legal and reputation
risks. ‘

WE WILL BE REQUIRED TO COMPLY WITH THE SARBANES-OXLEY ACT (“S50X”)
OF 2002-SECTION 404. As a smaller reporting company under SEC rules, the Company will be subject to
SOX, including section 404(a) for its fiscal year ended December 31, 2008. We anticipate that in complying
with the provisions of Sox, we will incur substantial costs including professional fees, personnel expenses
and systems and software costs. Those increased costs may have an impact on our ability to achieve
profitability and, on an ongoing basis, will affect the results of our operations. We are in the process of
implementing and documenting the Company’s internal controls over financial reporting for SOX
compliance beginning January 1, 2008, As a part of this process we may discover material weaknesses or
significant deficiencies in our internal controls as defined under standards adopted by the Public Company
Accounting Oversight Board, or PCAOB, that require remediation. Under PCOAB standards, a “material
weakness” is a significant deficiency, or combination of significant deficiencies, which results in more than
a remote likelihood that a material misstatement of the annual or interim financial statements will not
prevented or detected. A “significant deficiency” is a control deficiency or combination of control
deficiencies, that affect a company’s ability to initiate, authorize, record, process, or report external
financial data reliably in accordance with accounting principles generally accepted in the Unites States of
America such that there is a more than remote likelihood that a misstatement of a company’s annual or
interim financial statements that is more than inconsequential will not be prevented or detected.

In addition to management’s attestation, supported by the documentation of internal controls and
testing thereof, the Company may in the future be subject to the provision of section 404(b) of SOX, the
auditor attestation requirement of the Company’s internal controls. The SEC has proposed extending the
compliance period for small reporting companies effective for the fiscal years ended after December 15.
2009.

As a result of weaknesses that may be identified in our internal controls, we may also identify certain
deficiencies in some of our disclosure controls and procedures that we believe require remediation. If we
discover weaknesses, we will make efforts to improve our internal controls or timely make any necessary
improvement of our internal and disclosure controls that could harm operating results or cause us to fail to
meet our reporting obligations.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None

ITEM 2. PROPERTIES

We have entered into a lease, which commenced on July 1, 2007, for the Company’s main office and
our corporate headquarters located at 2141 Rosecrans Avenue, Suite 1160, in the City of El Segundo. The
lease is for a term of seven years, with one option to renew for five years. We occupy approximately 7,600
square feet on the ground floor of a six-story multi-tenant building complex known as The Plaza at
Continental Park. The initial base rental is $19,791 per month, with annual increases of 3% per year. The
Bancorp is the initial tenant under the lease, but the lease has been assigned by the Company to the Bank.
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ITEM 3. LEGAL PROCEEDINGS

To the best of our knowledge, there are no pending legal proceedings to which the Company is a party
and which may have a materially adverse effect upon the Company’s property, business or results of
operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There .were no matters submitted to a vote of the stockholders during the quarter ended
December 31, 2007,
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PART II

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

On September 4, 2007, shares of our common stock began quotations on the Over the Counter
Bulletin Board (“OTCBB”) under the symbol “MNHN”. The Bancorp stock is not listed on any exchange
including the NASDAQ. The OTCBB is a regulated quotation service that displays real-time bid and ask
prices and volume information in over-the-counter equity securities. Unlike the NASDAQ however, the
OTCBB does not impose listing standards and does not provide automated trade executions. Any
investment in Bancorp common stock should be considered a long-term investment in the event that no
active trading market for our stock develops. In addition, the price you may obtain is unpredictable.

The Bancorp completed its best efforts initial public offering of common stock on September 26, 2007
by accepting subscriptions for a total of 2,442,631 shares raising gross proceeds of $24,426,310. This added
to an initial private investment by the Bancorp’s founders brought the total shares outstanding to
2,487,631. The Bancorp conducted its first closing of the offering on August 10, 2007 having sold 2,236,278
shares for an aggregate purchase price of $22,362,780 to facilitate the capitalization of the Bank allowing
the Bank to commence business on August 15, 2007. On September 26, 2007 the Bancorp closed the
offering after accepting subscriptions for an additional 206,353 shares or $2,063,530.

The information in the following table indicates the highest and lowest sales price and volume of
trading for the Bancorp’s common stock for partial quarter ended September 30, 2007 and for the fourth
quarter ended December 31, 2007, and is based upon information provided by the OTCBB. The
information does not include transactions for which no public records are available. These prices are based
upon the actual prices of stock transactions without retail mark-ups, mark-downs, commissions or
adjustments.

2007
Approximate
Period/Calendar Quarter Ended High Low Trading Volume
September 30,2007 . .. ...... ... $10.90 $10.00 20,500
December 31,2007 .. ... oo vttt $1065 § 9.25 44,100

Shareholders
As of March 15, 2008, we have approximately 237 shareholders of record.

Dividends
To date, we have not paid any cash dividend and we are not legally able to pay dividends at this time.

As a bank holding company that currently has no significant assets other than its equity interest in the
Bank, the Company’s ability to declare dividends depends primarily upon dividends it receives from the
Bank. The dividend practice of the Bank, like the Company’s dividend practice, will depend upon its
earnings, financial position, current and anticipated cash requirements and other factors deemed relevant
by the Bank’s Board of Directors at the time.

The Bank’s ability to pay cash dividends to the Company is also subject to certain legal limitations. No
national bank may, pursuant to 12 U.S.C. Section 56, pay dividends from its capital; all dividends must be
paid out of the net profits then on hand, after deducting for expenses including losses and bad debts. The
payment of dividends out of net profits of a national bank is further limited by 12 U.S.C. Section 60(a)
which prohibits a bank from declaring a dividend on its share of common stock until the surplus fund
equals the amount of capital stock, or if the surplus fund does not equal the amount of capital stock, until
one-tenth of the bank’s net profits of the preceding half-year in the case of quarterly or semiannual
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dividends, or the proceeding two consecutive half-year periods are transferred to the surplus fund before
each dividend is declared.

Pursuant to 12 U.S.C. Section 60(b), the approval of the Comptroller of the Currency shall be
required if the total of all dividends declared by the Bank in any calendar year shall exceed the total of its
net profits for that year combined with its net profits for the two preceding years, less any required
transfers to surplus or fund for the retirement of any preferred stock. The Comptroller has adopted
guidelines, which set forth factors which are to be considered by a national bank in determining the
payment of dividends. A national bank, in assessing the payment of dividends, is to evaluate the bank’s
capital position, its maintenance of an adequate allowance for loan and lease losses, and the need to review
or develop a comprehensive capital plan, complete with financial projections, budgets and dividend
guidelines. Therefore, the payment of dividends by the Bank is also governed by the Bank’s ability to
maintain minimum required capital levels and an adequate allowance for loan and lease losses.
Additionally, pursuant to 12 U.S.C. Section 1818(b), the Comptroller may prohibit the payment of any
dividend which would constitute an unsafe and unsound banking practice.

The Company’s ability to pay dividends is also limited by state corporation law. The California
General Corporation Law prohibits the Company from paying dividends on the common stock unless:
(1) its retained earnings, immediately prior to the dividend payment, equals or exceeds the amount of the
dividend or (ii) immediately after giving effect to the dividend the sum of the Company’s assets (exclusive
of goodwill and deferred charges) would be at least equal to 125% of its liabilities and the current assets of
the Company would be at least equal to its current liabilities, or, if the average of its earnings before taxes
on income and before interest expense of the two preceding fiscal years was less than the average of its
interest expense of the two preceding fiscal years, at least equal to 125% of its current liabilities.

Shareholders are entitled to receive dividends only when and if declared by the Company’s Board of
Directors. The Company presently intends to follow a policy of retaining earnings, if any, for the purpose
of increasing the net worth and reserves of the Company. Accordingly, it is anticipated that no cash
dividends will be declared in the foreseeable future, and no assurance can be given that the Company’s
earnings will permit the payment of dividends of any kind in the future. The future dividend policy of the
Company will be subject to the discretion of the Board of Directors and will depend upon a number of
factors, including future earnings, financial condition, liquidity, and general business conditions.

Securities Authorized for Issuance under Equity Compensation Plans

The following table provides information as of December 31, 2007 with respect to the shares of our
common stock that may be issued under existing compensation plans.

Number of
Securities
Remaining
Available for
Number of Future Issuance
Securities Under Equity
to be Issued Weighted-Average Compensation Pians
Upon Exercise Exercise Price (Excluding
of OQutstanding of Outstanding Securities Reflected
Plan Category Options Options in the Second Column)
Equity compensation approved by security holders. 531,770 $9.99 201,019
Equity compensation not approved by security
holders ....... ... ... . . .. i i, — — —
Total. . ... .o e 531,770 $9.99 201,019

|
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ITEM 6. SELECTED FINANCIAL DATA

The following table set forth our statistical information as of December 31, 2007 and for the period
from August 15, 2007 (the date the Bank commenced operations) until December 31, 2007. The data
should be read in conjunction with the Company’s audited statements as of December 31, 2007 and related
notes included in ITEM 8. All averages are calculated based upon the initial operating period noted above.

As of and for
the Period ended
(Dollars in thousands except per share data) December 31, 2007
Statements of Operations:
Interest INCOME . . .. ... . ittt et it i e st i $ 611
Interest eXpense ... ..........cvenuennen.. N 102
Net interest MCOMIE . . . . oo oottt ittt st ininse et oan e ans 509
Provision for loan losses .. ....... .t i i e 269
Net interest income after provision forloanlosses. ........................ 240
NOD-INLETESt INCOME . . . oottt et e ittt asaa e eanania s nannranns 1
NODN-INTETESt EXPENSE & . o oottt vt ittt a ittt an e 2,454
Net 1oss from Operations . . .. .. ...ttt $(2,213)
Per Share and Other Data:
Basic and diluted loss pershare .. ......... it $ (0.91)
Bookvalue asof year-end . ... .. .. . i e ' $ 852
Weighted average shares outstanding-basic and diluted . ................... - 2,425
Balance Sheet Data:
INVESEMEIL . . o vttt et it ittt ettt ettt e e $ 9,522
LIS T TN 1 =2 A NN $17,930
AASEBES . & e e e e e e e e e e e e $39,367
7 1 - $17,862
Shareholders’ equity ............ e e e e e $21,189
Selected Financial Ratios
Net loss as a percentage of average eaming assetS. . . ........cvoivevrvraenns (7.09%
Net loss as a percentage of average equity . ............iivinnnennennnnn (9.31%
Dividend payout ratio . .............. e e s —
Equity t0 asset Tatio . ... . oot vi it it e e 53.82%
Credit Quality
Allowance for loan losses. ........ e $ 269
Allowance/ftotal loans. . ............... et e 1.48%
Non-performing I0ans ... ... ... ouuin it in i aaas $ —
Net (recoveries)/charge-offs . .. ... ... . .. i 58 —
Regulatory Capital Ratios
Tier 1 leverage . . .. ..ot it e e 57.83%
Tier 1 risk-based capital ratio . .. ... ... ..o i e e B1.53%
Total risk-based capital ratio ......... ... i e 82.67%
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATION

GENERAL

Management’s discussion and analysis of financial condition and results of operation is intended to
provide a better understanding of the significant changes in trends relating to the Company’s financial
condition, results of operation, liquidity and interest rate sensitivity. The following discussion and analysis
should be read in conjunction with the audited financial statements contained within this report including
the notes thereto.

While the Bancorp pre-existed the Bank, the Company’s operations commenced with the Bank
opening for business on August 15, 2007. Therefore the operating period for 2007 is a period of 139
calendar days. Prior to that date financial statements reflect the organizational phase of the Company.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Critical accounting policies are defined as those that are reflective of significant judgments and
uncertainties, and could potentially result in materially different results under different assumptions and
conditions. We believe that our most critical accounting policies upon which our financial condition
depends, and which involve the most complex or subjective decisions or assessments, are as follows:

Allowance for loan losses

The Company maintains an allowance for loan losses (“ALL") to provide for potential losses in its
loan portfolio. Additions to the allowance are made by charges to operating expense in the form of a
provision for loan losses. All loans that are judged to be uncollectible will be charged against the allowance
while recoveries would be credited to the allowance. We have instituted loan policies designed primarily
for internal use, to adequately evaluate and assess the analysis of the risk factors associated with the Bank’s
loan portfolio and to enable us to assess such risk factors prior to granting new loans and to assess the
sufficiency of the allowance. We conduct a critical evaluation on the loan portfolio monthly.

The calculation of the adequacy of the ALL necessarily includes estimates by management applied to
known loan portfolio elements. We employ a 10-point loan grading system in an effort to more accurately
track the inherent quality of the loan portfolio. The 10-point system assigns a value of “1” or “2” to loans
that are substantially risk free. Modest, average and acceptable risk loans are assigned point values of “3”,
“4”, and “5”, respectively. Loans on the watch list are assigned a point value of “6.” Point values of “7,”
“8,” “9” and “10” are assigned respectively to loans classified as special mention, substandard, doubtful
and loss. Using these risk factors, management continues the analysis of the general reserves applying
quantitative factors based upon different risk scenarios. As of December 31, 2007, the weighted average
risk rating for the Bank’s loan portfolio was 4.56, indicating an overall risk rating midway between average
and acceptable.

In addition, management considers other trends that are qualitative relative to our marketplace,
demographic trends, the risk rating of the loan portfolios as discussed above, amounts and trends in
non-performing assets and concentration factors.

Investment Securities

The Company had both investment securities classified as held-to-maturity and available-for-sale. The
held-to-maturity classification requires that securities be recorded at cost, adjusted for amortization of
premiums and accretion of discounts over the estimated period to maturity, or to an earlier call date, if
appropriate, on an effective interest yield basis. These securities would include those that management has
the intent and the ability to hold into the foreseeable future.
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Under the available-for-sale classification, securities can be sold in response to certain’ conditions,
such as changes in interest rates, fluctuations in deposit levels or loan demand or need to restructure the
portfolio to better match the maturity of interest rate characteristics of liabilities with assets. Securities
classified as available-for-sale are accounted for at their current fair value rather than amortized historical
cost. Unrealized gains or losses are exciuded from net income and reported as an amount net of taxes as a
separate component of accumulated other comprehensive income included in shareholders’ equity.

At each reporting date, investment securities are assessed to determine whether there is
other-than-temporary impairment. If it is probable that the Company will be unable to collect all amounts
due to the contractual terms of a debt security not impaired at acquisition, an other than temporary
impairment shall be considered to have occurred. Such impairment, if any, is required to be recognized in
current earnings rather than as a separate component of sharcholders’ equity. Realized gains and losses on
sales are determined on a specific-identification basis. Purchase premiums and discounts are recognized in
interest income using the interest method over the terms of the securities. For mortgage-backed securities,
the amortization or accretion is based upon estimated average lives of the securities. The lives of the
securities can fluctuate based upon the amount of prepayments received on the assets.

RESULTS OF OPERATIONS
Net Loss

The year 2007, as has been noted, is the Company’s first year of operation beginning on August 15,
2007. During the initial year, it was anticipated that the Bank, as the income producing subsidiary of the
Company, would operate at a loss. The recorded loss from operations, a period of 139 days, was
approximately $2,213,000 or $.91 per share. Due to the Company’s net loss position, all tax benefits that
apply to this operating loss, as well as losses from pre-opening expenses, have been offset with a tax
valuation allowance of equal amount. The ability to recognize any benefit from operating losses is directly
related to Company’s demonstrated ability to record profits within the foreseeable future. While we
believe that we will become profitable, it is more likely than not that we will not generate sufficient taxable
income in the near future to sufficiently or fully use the tax benefits currently available. In this case, we are
required to establish a valuation reserve to cover the potential loss of these benefits.

Net Interest Income

The Company’s ability to produce dependable earnings is directly tied to the net interest income,
which is the difference we earn on loans and other interest-earning assets and the interest we pay on
deposits and borrowed funds. Total interest income can fluctuate based upon the mix of earning assets
between loan, investments and federal funds sold and the related rates associated with their balances.
Some of the funding sources for these assets also have an interest cost which can fluctuate based upon the
mix of interest-bearing liabilities and the related rates associated with their balances. The net number
between the interest income and the interest expense is called net interest income and is often expressed as
interest rate spread and net interest margin.

The interest rate spread represents the difference between the weighted average yield on interest
earning assets and the weighted average rate paid on interest bearing liabilities.

Net interest margin is net interest income expressed as a percentage of average total interest earning
assets. Net interest margin is affected by changes in the yields earned on assets and rates paid on liabilities,
referred to as rate changes, and changes in the relative amounts of interest earning assets and interest
bearing liabilities, referred to volume changes. Interest rates carned and paid are affected principally by
our competition, general economic conditions and other factors beyond the Company’s control such as
federal economic policies, the general supply of money in the economy, legislative tax policies,
governmental budgetary matters and the actions of the FRB.
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With 2007 as the initial period of operation, there can be no comparison to prior operating periods.

. The following table presents the weighted average yield on each specific category of interest earning asset, =

the weighted average rate paid on each specific category of interest bearing liabilities, and the resulting
interest rate spread and net interest margin for the periods indicated.

ANALYSIS OF NET INTEREST INCOME

August 15, 2007 through

December 31, 2007
Weighted
Interest Average
Average Income/ - - Rate -

Balance  Expense Earned/Paid
(Dollars in thousands)

Interest-earning assets:

Federal fundssold(1) ............ ... .. ... .. $20,973  $336 4.22%
Deposits with other financial instituions . . .. .................. 842 16 5.10%
Investments(2) ..........c0i ittt i 2,691 65 6.34%
Loans(3) . ..o e e . 6,724 194 7.58%
Total interest-earning assels . ... .........ovirieninnennn.. 31,230 611 5.14%
Non-interest-earning assets . ............cuveernenicnrnnn.. 3,240
TOtal A85E1S . . . . i e e e e $34,470
Interest-bearing liabilities:
Demand. . ... ...ttt e e e $§ 8 §$— 0.50%
Savings and money market .......... ... .. ..ol 3,016 39 3.33%
Centificates of deposit . . ............ ... ..... e 4,100 63 4.05%
Total interest-bearing liabilities. . .. ....................... 7,199 102 3 N%
Non-interest-bearing demand deposits .. ..................... 3,441
Total funding sources. . ......... ... i 10,640 2.46%
Non-interest-bearing liabilities . . ... ........................ 222
Shareholders’ equity .. .. ... .. ... i, 23,608
Total liabilities and shareholders’ equity . ................... $34,470
Excess of interest-earning assets over funding sources ............. $20,590
Net interest inCOME . .. ... ..o irt ittt $509
Net interest rate spread .. ........ ... it ienenn.., _ 1.43%
Net interest Margin . ... ... ..ottt it e e . 4.28%

(1} Included in federal funds sold interest income are funds paid to the Bancorp of approximately $64,000
associated with earnings on subscription funds payable only to the Bancorp upon successful close of
the Company’s offering. There is no corresponding average balance on the Company’s books.

(2) Dividend income from the Bank’s investment in the Federal Reserve Bank of approximately $14,000 is
included in the investment income, although the corresponding average balance is included in other
assets.

(3) The average balance of loans is calculated net of deferred loan fees/costs, but would include
non-accrual loans, if any, with a zero yield. Loan fees net of amortized costs included in total net
income were less than $1,000.

No analysis of rate and volume variance is present as there is no comparable period in 2006.
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Provision for Loan Losses

The Company made provisions for loan losses of $269,000 for the initial operating period ended
December 31, 2007. These provision were based on the Bank’s policy and procedures for the establishing
the ALL. See “Asset Quality and Credit Risk Management.”

Non-Interest Income

Non-interest income for the initial operating period ended December 31, 2007 was negligible.

Non-Interest Expense

The following table lists the major components of the Company’s non-interest expense (dollars in
thousands):

From
August 15, 2007
through
December 31, 2007 -
Compensation and benefits. . .. ....... .. ... ... .00 . $1,743
Occupancy and equipment . ......... RSN 239
Technology and communications . . ............. .. veun.. 148
Marketing and business development ...................... ' 90
Professional and administrative . . .. ............. ... .. ..., 87
Other non-interest expenses . .. ......... ... 147
Total non-interest EXpense . . ... ... v et i $2,454 ' '

Durmg the period of organization, the Company incurred pre-opening expenses of approxlmately
$269,000 during the year ended December 31, 2006 and approximately $733,000 for the period January 1,
2007 through August 14, 2007. These costs included salaries, employment taxes, rent, legal and
prefessional fees as well as office supplies and other miscellaneous operating costs. By prior agreement the
Bancorp was reimbursed for all pre-opening expenses by the Bank once the Bank was capitalized from
funds from the public offering.

The compensation and benefits cost of $1,743,000 for the five months includes approximately
$267,000 of stock-based compensation. To generate and grow the Bank’s loan and deposit customer base
more aggressively, the management of the Company elected to employ a core operating and business
development team, the cost of which is reflected in the numbers noted above. Compensation and benefits
account for approximately 71 percent of the non-interest expenses of the Company.

FINANCIAL CONDITION
Regulatory Capital

Under regulatory capital adequacy guidelines, capital adequacy is measured (1) as a percentage of
risk-adjusted assets in which risk percentages are applied to assets on the balance sheet as well as
off-balance sheet, such as enused loan commitments and standby letters of credit, and (2) as a percentage
of the most recent quarter’s average tangible assets. The guidelines require that a portion of total capital
be core, or Tier 1, capital consisting of common shareholder’s equity after removing the effects of
unrealized gain or loss on available-for-sale securities. Total capital consists of other elements, primarily
allowance for loan losses.

As discussed in Note 15 to the Financial Statements, our capital exceeded the minimum regulatory
requirements and exceeded the regulatory definition required to be “Well Capitalized” as defined in the
regulations issued by our regulatory agencies.
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Liquidity and Liquidity Management

Liquidity management for banks requires that funds always be available to pay anticipated deposit
withdrawals, fund loan commitments, and to meet other commitments on a timely and cost effective basis.
The acquisition of deposits is our primary source of funds. This relatively stable and low-cost source of
funds has, along with the initial balances in stockholder’s equity, provided 100% of the funding for the
initial operating period in 2007.

We also have liquidity as a net seller of overnight federal funds sold at a level that would cushion in
part any unexpected increase in demand for funds or decrease in funds deposited. During 2007, we had an
average balance of $21.0 million in overnight federal funds sold representing 61% of our average assets, a
ratio far above the minimum of 3% established in the Company’s liquidity policy.

To meet liquidity needs, the Company maintains a portion of its funds in cash deposits in other banks,
federal funds and investment securities. As of December 31, 2007, liquid assets (cash, federal funds scld,
interest-bearing deposits in other financial institutions and available-for-sale investment securities that
have not been pledged as collateral) as a percentage of Company’s deposits was 98.0%.

While liquidity was not a major concern in 2007, management had established and is seeking to
establish secondary sources of liquidity. At present, the Bank maintains a line of credit of $2 million with a
correspondent bank for the purchase of overnight federal funds. The line is subject to availability of funds
and has restrictions as to the number of days used during the month. Another method that the Bank
currently has available for acquiring additional deposits is through the acceptance of “brokered deposits”
(defined to include not only deposits acquired with deposit brokers but also deposits bearing interest rates
far above the local market rates), typically attracting large certificates of deposit at high interest rates.
Currently, the Bank is actively in the process of establishing a credit line with the Federal Home Loan
Bank of San Francisco. The Bank has not utilized these borrowing facilities during its five months of
operations, nor do we have any “brokered deposits” at December 31, 2007.

Time Deposits and Investment Securities

The Bank invests in time deposits with other financial institutions and investment securities principalty
to (1) generate interest income pending the ability to deploy those funds in loans meeting our lending
strategies; (2) increase net interest income where the rates earned on such investments exceed the related
cost of funds, consistent with the management of interest rate risk; and (3) provide sufficient liquidity in
order to maintain cash flow adequate to fund the Bank’s operations and meet obligations and other
commitments on a timely and cost efficient basis.

Our time deposit investments generally have terms of less than two years and are placed with financial
institutions in amounts that provide full coverage from the FDIC. As of December 31, 2007, the weighted
average yield for the time deposits is 4.86% with the weighted average life of approximately one year. The
Bank’s current investment portfolio consists of U.S. Government Agencies securities, mortgage-backed
securities and taxable-municipal bonds with an expected weighted average life of approximately five years.

The present strategy is to stagger the maturities of our time deposits and investment securities to meet
our overall liquidity requirements. Additional information regarding the composition, maturities and yields
of the security portfolios as of December 31, 2007 is found in Note 5 to the Company’s financial statement
in Item 8 of this document.

Loans

The loan portfolio has consistently increased since the Bank commenced business in mid-August of
2007. Loan growth is attributable to marketing efforts with credit extended primarily to the Bank’s defined
market area.
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The following table sets forth the composition of the Bank’s loan portfolio at the end of December 31,
2007.

December 31,2007
Amount Pe f
Outst:ll::lng mtht:lge ’
{Dollars in Thousands)
Commercial loans . ...............c.0vuunnuun. $ 7,855 43.3%
Realestateloans .. ............cciiirumr .. 9,243 51.0%
Otherloans ............... .. ... .. ...t [ 1,024 3.7%
Total Loans . . ....... ittt it 18,122 100.0%
Add: Purchase Premium ... ... ......coivireunn., 50
Add: Unamortized Costs . ........... ..., 40
Less:Deferred Fees ... .......................... {13)
Less—Allowance for loan losses .. .................. (269)
Netloans . ... it c i 17,930

As of December 31, 2007, the Bank had no construction loans. There was $7.3 million in undisbursed

- loan commitment as of that same date.

Of the Bank’s total loans outstanding at December 31, 2007, 24.3% were due in one year or less,
15.2% were due in 1-5 years and 60.5% were due after 5 years. As is customary in the banking industry,
loans can be renewed by mutual agreement between borrower and us. Because we are unable to accurately
estimate the extent to which our borrowers will renew their loans, the following table is based on
contractual maturities, reflecting gross outstanding loans without consideration of purchase premium,
deferred fees or deferred costs.

Loan Maturity Schedule as of December 31, 2006

Maturing
Within One One to Five  After Five

‘Year Years Year Total

(Deollars in thousands) .
Commercial . ...t $4,093 $1,762  $ 2,000 $ 7,855
Real Bstate. . ..o it it e e et eaens — 749 8,494 9,243
Other Loans . . . ..ottt it ittt et e 31 250 463 1,024
Total ..o e e e e $4,404 $2,761 $10,957 $18,122
Loans with pre-determined interest rates ............. $ 100 $1,376 $ 2,499 $ 3975
Loans with floating or adjustable rates ... ............ 4,304 1,385 8,458 14,147
Total ... e $4,404 $2,761 $10,957 $18,122

Of the gross loans outstanding as of December 31, 2007, approximately 78% had adjustable rates. The
adjustable rate loans generally have interest rates tied to the prime rate and would adjust with changes in
the rate on a daily basis.

Commercial Loans. The Bank offers a variety of commercial loans, including secured and unsecured
term and revolving lines of credit, equipment loans, accounts receivable loans and SBA loans. Substantially
all of the commercial loans have adjustable rates. The Bank underwrites secured terms loans and revolving
lines of credit primarily on the basis of a borrower’s cash flow and the ability to service the debt, although
we rely on the liquidation of the underlying collateral as a secondary payment source, where applicable.
Should the borrower default and the Bank forecloses on the assets, we may not be able to recover the full
amount of the loan.




Real Estate Loans. The Bank’s real estate loans are secured primarily by commercial property
including a significant percentage in multi-family complexes. Approximately 65% of the loans are
adjustable during the term of the loan. Approximately 92% of the loans have a remaining maturity
between five and ten years. As of December 31, 2007, the weighted average ratio of the original loan
extension to the underlying value of the property was approximately 46%. No individual loan to value ratio
exceeded 70%.

Other Loans. The Bank offers other types of loans, including home equity lines of credit. Home
equity lines of credit have adjustable rates and provide the borrower with a line of credit in an amount
which does not exceed 75% of the appraised value of the borrower’s property at the time of origination.

Off-Balance Sheet Credit Commitments and Contingent Obligations

We enter into or may issue financial instruments with off-balance sheet credit risk in the normal
course of business to meet the financial needs of our customers. In 2007 these were limited to undisbursed
commitments to extend credit to both businesses and individuals, These commitments were associated with
loans and were thercfore subject to the same credit underwriting policies and practices as other on-balance
sheet obligations. When deemed advisable, the Bank obtains collateral to support such commitments.

Commitments to extend credit are agreements to lend up to a specific amount to a customer as long as
there is no violation of any condition in the contract. Commitments generally have fixed expiration dates or
other termination clauses which may require payment of a fee. Since we expect some commitments to
expire without being drawn upon, the total commitment amounts do not necessarily represent future loans.
At December 31, 2007, the Bank had undisbursed loan commitments of approximately $7.3 million.

Non-Performing Assets

Non-performing assets consist of non-performing loans and other real estate owned (“OREO”).
Non-performing loans are (i} loans which have been placed on non-accrual status; (ii)loans which are
contractually past due 90 days of more with respect to principal or interest, have not been restructured or
placed on non-accrual status, and are accruing interest; and (iii) troubled debt restructures (“TDRs™).
OREO is comprised of real estate acquired in satisfaction of loan either through foreclosure or deed in
lieu of foreclosure.

The Bank had no non-performing assets at December 31, 2007.

Deposits

Deposits are the Bank’s primary source of funds. We offer a range of deposit products. As of
December 31, 2007, 30.2% of the Company’s deposits were non-interest bearing demand deposits, At
December 31, 2007, we had no brokered funds on deposit.

The Analysis of Net Interest Income found under this Item number summarizes the distribution of the
average deposit balances and the average rates paid on deposits during the Bank’s initial operating period
from August 15, 2007 through December 31, 2007.
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The following table shows the maturity of the Bank’s time deposits for the periods indicated:

Maturities of Time Deposits of $100,000 or More Amount
(in thousands)
Three mONthS OT 1858 . . vt ittt i it e e e et s et e e ee i annn $2,670
Over three and through six months .. ........ ... ... ... ... ... 2,926
Over six and through twelve months . ................ ... ..... 594
Overtwelvemonths ... ... ... ... ... . . . i, -
Total ... [ $6,190

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUNT MARKET RISK

The Company’s market risk results primarily from two sources, credit risk and interest rate risk. Risk
management is an important part of our operations and a key element of our overall financial results.
Banking regulators, in recent years, have emphasized appropriate risk management, prompting banks to
have adequate systems to indentify, monitor and manage risks. The Bank has both board and management
committees who meet on a regular basis to oversee risk functions. The Company’s Audit Committee is
responsible for overseeing internal auditing functions and for interfacing with the Company’s external
auditors. The Bank’s Loan Committee establishes Loan Policy, reviews loans made by management and
approves loans in excess of management’s lending authority. This committee is also responsible for
reviewing of any problem credits and assessing the adequacy of our allowance for loan losses. The Asset/
Liability Committee reviews investments made by management, and monitors compliance with investment,
interest rate risk and liquidity policies.

Credit Risk

Credit risk generally arises as a result of the Bank’s lending activities but may also be present in the
Bank’s investment functions. To manage the credit risk inherent in our lending activities, we rely on
adherence to underwriting standards and loan policies as well as our allowance for loan losses. The Bank
employs frequent monitoring procedures and takes prompt corrective action when necessary. Additionally,
the Bank’s loan portfolio is expected to be examined on a regular basis by both regulatory agencies as well
as by independent loan review professionals.

Interest Rate Risk

Interest rate risk is the exposure of a bank’s financial condition and results of operations to adverse
movements in interest rates. Movements in interest rates affect both the generation of earnings as well as
the market value of assets and liabilities. Interest rate risk results from more than just the differences in
the maturity or repricing opportunities of interest-earning assets and interest-bearing liabilities. Other
factors that affect the interest rate risk include changes in the slope of the yield curves over time, imperfect
correlation in the adjustment of rates earned and paid on different instruments with similar characteristics,
interest-rate-related embedded options such as loan floors, ceilings, and prepayments, as well as callable
investment securities and early withdrawal of time deposits.

The potential impact of interest rate risk is significant because of the liquidity and capital adequacy
consequences that reduced earnings or losses may imply. While we recognize and accept that interest rate
risk is a routine part of banking operations, the objective of interest rate risk management is to measure,
monitor and control exposure of net interest income to excessive risks associated with interest rate
movements.

Understanding the inherent weakness in traditional gap analysis to properly measure interest rate risk,
the Bank employs modeling techniques which measures the affect of interest rate shocks on the net
interest income and the market value of equity on the Bank’s existing mix of assets and liabilities.
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The results of the model’s simulations on the potential loss of net interest income as of December 31,
2007 reflect the following:

Earning at Risk
Rate Maximum % {Loss) Gain
Shock Policy in Net Interest
(in basis points)  Guideline Income

—300 (15)% (9.0)%
~200 (10)% (5.71%
-100 (5)% (3.0)%
+100 (15)% 3.8%
+200 (10)% 15%
+300 (15%  113%

The method employed in rate shocking the earnings at risk was “ramping”, i.e. changing the indicated
rate movement gradually over a 12 month horizon. Based upon the model simulation as of December 31,
2007, the Bank interest rate risk exposure as measured by rate movement on net interest income is within
policy guidelines.

The results of the model’s simulations on the potential loss of net interest income as of December 31,
2007 reflect the following:

Market Value of Equity
Rate Maximum % (Loss) Gain
Shock Policy in Market
(in basis points) Guldeline Value of Equity
-300 (30)% 4.3%
—200 (20)% 2.8%
- 100 (10)% 1.4%
+100 (10)% (1.4)%
+200 (20)% (2.8)%
+300 (30)% (4.1)%

The method employed in rate shocking the market value of equity is referred to as “regulatory shock”
i.e. changing the indicated rates instantaneously. Based upon the model simulation as of December 31,
2007, the Bank interest rate exposure as measured by rate movement on the market value of the Bank’s
equity is within policy guidelines.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Manhattan Bancorp and Subsidiary
El Segundo, California

We have audited the accompanying consolidated balance sheet of Manhattan Bancorp and Subsidiary (the
“Company”), as of December 31, 2007, and the related consolidated statement of operations, changes in
stockholders’ equity and cash flows for the year then ended. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audit. The financial statements of the Company for the period June 19, 2006
(inception) to and as of December 31, 2006 were audited by other auditors whose report dated January 17,
2007, expressed an unqualified opinion.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion. ' '

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Manhattan Bancorp and Subsidiary, as of December 31, 2007, and the
results of its operations, changes in its stockholders’ equity, and its cash flows for the year then ended, in
conformity with U.S. generally accepted accounting principles.

/s/ Vavrinek, Trine, Day & Co., LLP

Rancho Cucamonga, California
March 20, 2008
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Report of Independent Registered Public Accounting Firm

Board of Directors

Manhattan Bancorp

(A Development Stage Company)
El Segundo, California

We have audited the accompanying balance sheet of Manhattan Bancorp (the Company) as of
December 31, 2006, and the related statements of stockholders’ equity and cash flows for the period from
June 19, 2006 (inception) to December 31, 2006. These financial statements are the responsibility of the
Company’s management. Qur respansibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 31, 2005, and the results of its cash flows for the period
from June 19, 2006 (inception) to December 31, 2006 in conformity with accounting principles generally
accepted in the United States of America.

/s/ Hutchinson & Bloodgood, LLP

Glendale, California
January 17, 2007
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Manhattan Bancorp and Subsidiary
Consolidated Balance Sheets

December 31, 2007  December 31, 2006

Assets
Cashandduefrombanks. ............ .. ... . .. i $ 398,333 $ 206,423
Federal fundssold . .. ....... ... ittt 8,565,000 —
Total cash and cash equivalents . ........................ 8,963,333 206,423
Time deposits-other financial institutions . . . ................... 2,386,000 —
Investments securities-available forsale .. ...... ... .. ... .. ... 6,148,695 —
Investments securities-held to maturity. . ... ... ... L oo 987,275 ’ —
72 1T e 18,198,570 —
Allowance for loan losses . ... ...... ... ... ... i ‘ (269,000) -
Net loans . .. .ottt i e e e e e e e e 17,929,570 —
Property and equipment, met. . . ... ... .. Lo 1,581,811 23,031
Stock in other financial instituions . . . ... ............ e 1,048,500 —
Accrued interest receivable and otherassets . . .. ................ 321,550 39,277
TOtal ASSBLS . . o vt it e e e e e $39,366,734 $ 268,731
Liabilities and Stockholders’ Equity
Deposits:
Non-interest bearing demand.. . .. ... ... .. .. o . $ 5,395,028 $ —
Interest bearing: '
Demand . .. ... i i e et e s 1,143,269 —
Savings and money market. . ... ... ... . L oL 4,244,393 —
Certificates of deposit equal to or greater than $100,000 .. ...... 6,190,200
Certificates of deposit less than $100,000. . ................. 889,429 | _—
Total deposits .. ... ..ot i e e e 17,862,319 —
Accrued interest payable and other liabilities . . ...... ... ... ..... 315,481 113,123
Total liabilities . . . .. . ... i e e e 18,177,800 113,123

Commitments and contingencies-note 14 . ..................... —_ —

Stockholders’ equity
Serial preferred stock-no par value; 10,000,000 shares authorized: oot
none outstanding in 2007 or 2006
Common stock-no par value; 10,000,000 shares authorized; issued

and outstanding, 2,487,631 in 2007 and 42,500 in 2006 ......... 24,078,828 425,000
Additional paid incapital . . ...... ... ... ... o oL 266,908 —
Unrealized gain on available-for-sale securities . . ... ............. 58,158 —_
Accumulated deficit . . .. ... ... L e (3,214,960) *(269,392)

Totai stockholders’ equity ... ...... ... .. .. . i 21,188,934 155,608
Total liabilities and stockholders’ equity . ................. $39,366,734 $ 268,731

The accompanying notes are an integral part of this financial statement.
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Manhattan Bancorp and Subsidiary
Consolidated Statement of Operations

The Period
Angust 15, 2007
{Commencement

of Business)

Through
December 31, 2007

Interest income

Interest and fees oM JOANS. . .. .. ... i e e $ 194,090
Interest on federal funds sold .. ......... ... i i e . 335,675
Interest on time deposits-other financial institutions . . . ................... 16,361
Interest on INVvestment SECUITLIES + v . v v v vttt bt v vttt e e ta e in e ennannn 64,928
Total Interest IMCOMIE . . .. ..ottt ettt ittt bttt et ne s 611,054
Interest expense
NOW, money market and savings . ............ .. i, 38,450
Time depPosits . . ... vttt ittt e e 63,163
Total INterest EXPense . . .. ... vttt it e e 101,613
Net interest iNCOME . .. .ottt it ittt et ettt e i e 509,441
Provision for loanm 108Ses . .. ..ot i ittt ittt it sttt e e 269,000
Net interest income after provision for loanlosses . .................... 240,441
Non-interest Income . . . ........... . .. ittt ra e 1,005
Non-interest expense :
Compensation and benefits. . . . ... ... ... .. . . e 1,742,734
Occupancy and eqUIPMENt . .. ... ottt e e 239,585
Technology and communication. ... ... .. ...t iin it e, 147,679
Marketing and business development .............. ... ... ... ... .. 89,735
Professional and administrative expenses . . ... ... ... ..o 86,824
Other NON-INLETEst EXPENSES . . . . v vttt ittt s te i ie e ittty 147,113
Total non-interest EXPENSES . .. ... ot ivnr it it e 2,453,670
Loss before income taxes . ... ... vt inrniii e (2,212,224)
Provision for INCOME 1aXES . . . .« v vt ittt ettt et it e st ne st inenns 800
Net 0SS . .. v ittt e e - $(2,213,024)
Weighted average number of shares outstanding (basic and diluted). . . ........... 2,425,280
Basic and diluted loss pershare. ... ......... ittt $ (0.91)

The accompanying notes are an integral part of this financial statement.
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Manhattan Bancorp and Subsidiary
Consolidated Statements of Stockholders’ Equity
For the Period from June 19, 2006 (Inception) to December 31, 2007

Accumulated
Common Stock _  sqditional Other
Number of Paid-in = Comprehensive Accumulated Comprehensive
Shares Amount Capital Loss Deficit Loss Total
Balance at June 19, 2006 ’
(Inception) . ........ — 5 — 3 — 8 — 3 — s — % —
Issuance of common stock
tofounders . ........ 42,500 425,000 425,000
Organizational expenses . . (269,392} (269,392)
Balance, December 31,
2006 ............ 42,500 425,000 — (269,392) — 155,608
Issuance of common stock
tofounders . ........ 2,500 25,000 25,000
Issuance of common
stock in public
offering, net of costs . . 2,442,631 23,628,828 23,628,828
Share-based compensation
EXPENSE ., . . .o v e b s 266,908 266,908
Uarealized gain on
investment securities . . . 58,158 — 58,158 58,158
Organizational expenses . . — (732,544) (732,544)
Netloss . ............ (2,213,024)  (2,213,029) (2,213,024)
Total comprehensive loss . . $(2,154,866)
Balance at December 31,
2007 ... ... L. 2,487,631 $24,078,828 $266,908 $3.214,960) $58,158 $21,188,934

The accompanying notes are an integral part of this financial statement.
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Manhattan Bancorp and Subsidiary
Consolidated Statements of Cash Flows

June 19, 2006
(Date of
For the Year Inception)
Ended through

December 31, 2007  December 31, 2006

Cash Flows from Operating Activities
Net loss from August 15, 2007 (Commencement Date of

Business}. .. ....... . i $ (2,277,952) 3 —
Adjustments to reconcile net loss to net cash used in operating
activities:
Net change in:
Depreciation and amortization ...................... 122,860 1,174
Provision for loan 108Se5 . . .. .. oot i e e e 269,000 —
Share-based compensation. . ........................ 266,908 —_
(Increase) in accrued interest receivable and other assets . . . (282,273) (39,277)
Increase in accrued interest payable and other liabilities . . . . 202,357 - 113,123
Net cash used in operating activities . ... ............. (1,699,100) 75,020
Cash Flows from Investing Activities
Net (increase) inloans ............ ... v, (18,198,570) —
(Increase) in time deposits-other financial institutions .. ....... (2,386,000) —
Purchase of held-to-maturity securities ... ................. (987,274)
Purchase of available-for-sale securities. .. ............. ..., (6,090,537
Purchase of premises and equipment . ..................,. (1,681,640) (24,205)
Purchase of other bankstock . .. ... ... ... .. o ..., (1,048,500) —_
Net cash used in investing activities ............. ..., (30,392,521) (24,205)
Cash Flows from Financing Activities
Net increase indeposits. . . ... ... ..ot 17,862,319 —
Organizational eXpenses. . . . .. oo ittt (732,544) (269,392)
Net proceeds from issuance of commonstock . . ............. 23,653,828 425,000
Net cash provided by financing activities. . ... ......... 40,783,603 155,608
Net increase in cash and cash equivalents . . .. .............. 8,691,982 206,423
Cash and Cash Equivalents at Beginning of Period ............ 206,423 —
Cash and Cash Equivalents st End of Period . .. ... ........... $ 8,898,405 $ 206,423

Supplementary Information
Interest paid on deposits . .......... ... ... .. .. ..., $ 113,868 $ —

Income taxes paid ......... ... ... .. .. . . ..., $ 800 $ —

The accompanying notes are an integral part of this financial statement.
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MANHATTAN BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS
For'the period June 19, 2006 (Date of Inception) through December 31, 2007

Note 1—Nature of Business

Manhattan Bancorp (the “Company”) is a California corporation incorporated on August 8, 2006 for
the purpose of becoming a bank holding company and owning all of the stock of Bank of Manhattan,
National Association (the “Bank™) which is located in El Segundo, California. The Bank operates as a
community bank, offering general commercial banking services to small and medium-sized businesses and
professionals in the South Bay, the Westside and the Los Angeles airport areas of Los Angeles County,
The Bank commenced its operations on August 15, 2007 after receiving approval from the Office of the
Comptroller of the Currency (“OCC”) and the Federal Deposit Insurance Corporation (FDIC).

Note 2—Summary of Significant Policies
Basis of Financial Statement Presentation

For the period from June 19, 2006 (inception) to August 15, 2007, the Company was in a development
stage, engaging in the preparation of applications for regulatory approvals, raising capital, financial
planning, systems development, acquisition of equipment and facilities as well as recruiting activities.
When the Bank commenced its operations, the Company officially became a bank holding company. All
net expenses, which were incurred during the period from June 19, 2006 through August 15, 2007, were
pre-opening expenses and are reported in the statement of stockholders’ equity. The Statement of
Operations for 2007 presents the results of operations of the Company for the period from August 15, 2007
to December 31, 2007,

The accounting and reporting policies of the Bank and the Company conform to accounting principles
generally accepted in the United States of America and general practices within the banking industry.

The consolidated financial statements include the accounts of the Company and the Bank. All
material intercompany accounts and transactions have been eliminated.
Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the
United States, management is required to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
balance sheet, and the reported amounts of revenues and expenscs during the reporting period. Actual
results could differ from those estimates.
Reclassifications

Certain amounts in prior presentations have been reclassified to conform to the current presentation.
These reclassifications had no effect on shareholders’ equity, net loss or loss per share amounts.
Cash and Cash Equivalenis

For the purpose of reporting cash flows, cash and cash equivalents include cash, non-interest earning
deposits and federal funds sold.
Cash and Due from Banks

Banking regulations require that all banks maintain a percentage of their deposits as reserves in cash
or on deposit with the Federal Reserve Bank. The Bank has complied with the reserve requirements as of
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MANHATTAN BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS (Continued)
For the period June 19, 2006 (Date of Inception) through December 31, 2007

Note 2—Summary of Significant Policies (Continued)

December 31, 2007. The Bank maintains deposits with other financial institutions in amounts that exceed
federal deposit insurance coverage. Federal funds sold are similar to uncollateralized loans. Management
regularly evaluates the credit risk of these transactions and believes that the Company is not exposed to
any significant credit risk on cash or cash equivalents.

Interest-earning Deposits at Other Financial Institutions

Interest-earning deposits in other financial institutions represent short term deposits that mature over
a period of 30 days to two years and earn a higher rate of interest over that Bank’s investment in federal
funds sold. Investment balances are maintained under the federal deposit insurance level.

Investment Securities

Bonds, notes and debentures for which the Company has the positive intent and ability to hold to
maturity are reported at cost, adjusted for premiums and discounts that are recognized in interest income
using the interest method over the period to maturity.

Investments not classified as held-to-maturity securities are classified as available-for-sale securities.

Under the available-for-sale classification, securities can be sold in response to certain conditions,
such as changes in interest rates, fluctuations in deposit levels or loan demand, or need to restructure the
portfolio to better match the maturity or interest rate characteristics of liabilitics with assets. Securities
classified as available-for-sale are accounted for at their current fair value rather than amortized historical
cost. Unrealized gains or losses are excluded from net income and reported as an amount net of taxes as a
separate component of accumulated other comprehensive income (loss) included in shareholders’ equity.

. At each reporting date, investment securities are assessed to determine whether there is an
other-than-temporary impairment. Such impairment, if any, is required to be recognized in current
earnings rather than as a separate component of shareholder’s equity, Realized gains and losses on sales of
securities are recognized in earnings at the time of sale and are determined on a specific-identification
basis. Purchase premiums and discounts are recognized in interest income using the interest method over
the terms of the securities. For mortgage-backed securities, the amortization or accretion is based on the
estimated average lives of the securities. The lives of these securities can fluctuate based upon the amount
of prepayments received on the underlying collateral of the securities.

Loans and Interest on Loans

The Company currently extends credit to its customers in the form of commercial, commercial real
estate and consumer loans, Loans are reported at the principal amount outstanding, net of unearned
income. Unearned income, which includes deferred fees and deferred direct incremental loan origination
costs, is amortized and included in interest income over the life of the loan using the interest method
whenever possible.

Interest income is recognized on an accrual basis daily and credited to income based upon the
principal amount outstanding.

The accrual of interest on loans is discontinued at the time the loan becomes 90-days delinquent
unless the credit is well-secured and in the process of collection. In some cases, loans can be placed on a
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MANHATTAN BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS (Continued)
For the period June 19, 2006 (Date of Inception) through December 31, 2007

Note 2—Summary of Significant Policies (Continued)

non-accrual status or be charged-off at an carlier date if collection of principal or interest is considered
doubtful.

For all interest income that has been accrued but not yet collected, if a loan is either placed on a
non-accrual status or has been charged-off, the unpaid accrued interest receivable is reversed against
interest income. Subsequently, interest income is recognized only to the extent of cash payments received.

For impairment recognized in accordance with the Financial Accounting Standards Board (“FASB”)
Statement of Financial Accounting Standards (“SFAS”) No. 114, “Accounting by Creditors for Impairment
of @ Loan” as amended by SFAS No. 118, the entire change in the present value of expected cash flows of
the impaired loan is reported as either additional provision of loan losses in the same manner in which
impairment initially was recognized, or as a reductions in the amount of provisions for loan losses that
otherwise would be reported.

Allowance for Loan Losses

The allowance for loan losses is based upon estimates and ultimate losses may vary from current
estimates. These estimates are reviewed periodically and, as adjustments become necessary, they are
recorded in the resuits of operations in the periods in which they become known. The allowance is
increased by provisions for loan losses charged to expense. The balance of a loan deemed uncollectible is
charged against the allowance for loan losses when management believes that collectability of the principal
is unlikely. Subsequent recoveries, if any, are credited to the allowance.

Management performs periodic credit reviews of the loan portfolio and considers current economic
conditions, historical credit loss experiences and other factors in determining the adequacy of the
allowance. Although management uses the best information available to make these estimates, future
adjustments to the allowance may be necessary due to economic, operating, regulatory and other
conditions that may be beyond the Company’s control. In addition, regulatory agencies, as an integral part
of their examination process, periodically review the Company’s allowance for loan losses and such
agencies may require the Company to recognize additional provisions to the allowance based upon
judgments that differ from those of management.

Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation. Depreciation is provided for
in amounts sufficient to relate the cost of depreciable assets to operations over their estimated service
lives, which ranges from three to seven years for furniture and equipment. Leasehold improvements are
amortized over the estimated useful lives of the improvements but not more than the remaining lease term
with extensions, whichever is shorter. The straight-line method of depreciation is followed for financial
reporting purposes, while both accelerated and straight-line methods are followed for income tax purposes.
Expenditures for improvements and major repairs are capitalized and those for ordinary repairs and
maintenance are charged to operations as incurred.

Nonmarketable Securities-Stock in Other Financial & Regulatory Institutions

Regulatory requirements may require that the Company invest in the stock of certain regulatory
institutions. Such stocks are considered restricted equity securities. Other investments, such as stock in
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MANHATTAN BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS (Continued)
For the period June 19, 2006 (Date of Inception) through December 31, 2007

Note 2—Summary of Significant Policies (Continued)

bankers’ banks, may offer cash and non-cash benefits to its shareholders although no market quotations
exist. Such holdings have been recorded at cost in the Company’s balance sheets.

Other Real Estate Owned

It is the Company’s policy that all real estate properties that would be acquired through, or in lieu of,
loan foreclosure would be initialty recorded at the lower of fair value or cost, less estimated costs to sell, at
the date of foreclosure, establishing a new cost basis. After foreclosure, valuations would be periodically
performed by management and the real estate would be carried at the lower of cost or fair value minus
costs to sell. Revenue and expenses from operations and additions to the valuation allowance would be
included in other expenses. The Company has not had any Other Real Estate Owned during its period of
operation,

Commitments and Letters of Credit

In the ordinary course of business, the Company may enter into commitments to extend credit,
commercial letters of credit, and standby letters of credit. Such financial instruments are recorded in the
financial statements when they become payable. The credit risk associated with these commitments, when
indistinguishable from the underlying funded loan, is considered in our determination of the allowance for
loan losses. Other liabilities in the balance sheet include the portion of the allowance which was
distinguishable and related to undrawn commitments to extend credit.

Income Taxes

Deferred income taxes are recognized for estimated future tax effects attributable to income tax carry
forwards as well as temporary differences between income tax and financial reporting purposes. Valuation
allowances are established when necessary to reduce the deferred tax asset to the amount expected to be
realized. Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable to
the period in which the deferred tax assets or liabilities are expected to be realized or settled. As changes in
tax laws or rates are enacted, deferred tax assets and liabilities are adjusted accordingly through the
provision for income taxes. '

Advertising Costs

Advertising costs are expensed when incurred.

Organizational and start-up costs

Organizational and start-up costs were charged to operations as they were incurred pursuant to
Statement of Position 98-5 “Reporting on the Costs of Start-Up Activities” issued by the American
Institute of Certified Public Accountants. See Note 17 to the Financial Statements.

Other Comprehensive Income (Loss)

Statement of Financial Accounting Standards (“SFAS”} No. 130 “Reporting Comprehensive Income”
required the disclosure of comprehensive income and its components, Changes in unrealized gain (loss) on
available-for-sale securities is the only component of Accumulated Other Comprehensive Income (Loss)
for the Company. ‘
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MANHATTAN BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS (Centinued)
For the period June 19, 2006 (Date of Inception) through December 31, 2007

Note 2—Summary of Significant Policies (Continued)

Earnings (Loss) Per Share

The Company follows SFAS No. 128, Earnings per Share. Basic earnings (loss) pér share represents
income available (loss reported) to common stock divided by the weighted average number of common
shares outstanding during the period reported on the Statement of Operations. The weighted average
number of shares for the initial operating period was 2,425,28(. Diluted earnings (loss) per share reflect
additional common shares that would have been outstanding if dilutive potential common shares had been
issued, as well as any adjustment to income that would result from the assumed conversion. There were no
_ dilutive potential common shares outstanding at December 31, 2007.

Equity Compensation Plans

The Company’s 2007 Stock Option Plan (“Plan”) provides for the issuance of up to 732,789 shares of
the Company’s common stock upon the exercise of incentive and non-qualified options. The Plan was
approved on August 10, 2007 by the Company’s Board of Directors and the then existing shareholders and
expires in 2017.

The Company has adopted SFAS No. 123R, Shared Based Payment, Wthh requires all share-based
payments to employees, including grants of employee stock options, to be recognized in the statement of
income based upon their fair values.

The Plan provides that each option must have an exercise price not less than the fair market value of
the stock at the date of grant, have a term no longer. than ten years, and can vest as determined by the
Board of Directors of the Company.

Note 3. Recent Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation (“FIN”} No. 48, “Accounting for Uncertainty in
Income Taxes, an interpretation of FASB Statement 109.” FIN No. 48 prescribes a recognition threshold and
a measurement attribute for the financial statement recognition and measurement of a tax position taken
or expected to be taken in a tax return. Benefits from tax positions should be recognized in the financial
statements only when it is more likely than not that the tax position will be sustained upon examination by
the appropriate taxing authority that would have full knowledge of all relevant information. A tax position
that meets the more-likely-than-not recognition threshold is measured at the largest amount of benefit that
is greater than fifty percent likely of being realized upon ultimate settlement. Tax positions that previously
failed to meet the more-likely-than-not recognition threshold should be recognized in the first subsequent
financial reporting period in which that threshold is met. Previously recognized tax positions that no longer
meet the more-likely-than-not recognition threshold should be derecognized in the first subsequent
financial reporting period in which that threshold is no longer met. FIN No. 48 also provides guidance on
the accounting for and disclosure of unrecognized tax benefits, interest and penalties. The adoption of FIN
No, 48 on January 1, 2007 did not significantly impact on the Company’s financial statements.

FASB Staff Position (“FSP”) No. 48-1 “Definition of Settlement in FIN No 48.” FSP 48-1 provides
guidance on how to determine whether a tax position is effectively settled for the purpose of recognizing
previously unrecognized tax benefits. FSP 48-1 was effective retroactively to January 1, 2007 and did not
significantly impact the Company’s financial statements.
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MANHATTAN BANCORP AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS (Continued)
For the period June 19, 2006 (Date of Inception) through December 31, 2007

Note 3. Recent Accounting Pronouncements (Continued)

SFAS 156 amends SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities—a replacement of FASB Statement No. 125,” by requiring, in certain
situations, an entity to recognize a servicing asset or servicing liability each time it undertakes an obligation
to service a financial asset by entering into a servicing contract. All separately recognized servicing assets
and servicing liabilities are required to be initially measured at fair value. Subsequent measurement
methods include the amortization method, whereby servicing assets or servicing liabilities are amortized in
proportion to and over the period of estimated net servicing income or net servicing loss or the fair value
method, whereby servicing assets or servicing liabilities are measured at fair value at each reporting date
and changes in fair value are reported in earnings in the period in which they occur. If the amortization
method is used, an entity must assess servicing assets or servicing liabilities for impairment or increased
obligation based on the fair value at each reporting date. The adoption of SFAS 156 on January 1, 2007 did
not have a significant impact on the Company’s financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” SFAS No. 157 defines
fair value, establishes a framework for measuring fair value under accounting principles generally accepted
in the United States of America, and expands disclosures about fair value measurements. SFAS No. 157 is
effective for the Company on January 1, 2008 and is not expected to have a significant impact on the
Company’s financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities-Including an Amendment of SFAS 115.” SFAS No. 159 permits an entity to choose to
measure financial instruments and certain other items at fair value. Most of the provisions of SFAS No. 159
are elective; however the amendment of SFAS No. 115, “Accounting for Certain Investments in Debt and
Equity Securities,” applies 1o all entities with available for sale or trading securities. For financial
instruments elected to be accounted for at fair value, an entity will report the unrealized gains and losses in
earnings. SFAS No. 159 is effective as of the beginning of an entity’s first fiscal year that begins after
November 15, 2007. The Company does not expect the adoption of SFAS No. 159 to have a material effect
on the Company’s consclidated financial statements.

FSP No. 115-1, "The Meaning of Other-Than-Temporary Impairment and lis Application to Certain
Investments.” FSP No. 115-1 provides guidance for determining when an investment is considered
impaired, whether impairment is other-than-temporary, and measurement of an impairment loss. An
investment is considered impaired if the fair value of the investment is less than its cost. If, after
consideration of all available evidence to evaluate the realizable value of its investment, impairment is
determined to be other-than-temporary, then an impairment loss should be recognized equal to the
difference between the investment’s cost and its fair value. FSP No. 115-1 nullifies certain provisions of
Emerging Issues Task Force (“EITF”) Issue No. 03-1, “The Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investments,” while retaining the disclosure requirements of EITF No. 03-1
which were adopted in 2003. The adoption of FSP 115-1 did not impact the Company’s financial
statements.

Note 4. Interest-Earning Assets with Other Financial Institutions

The Company had interest-earning deposits with other financial institutions of $2,386,000 with a
weighted average yield of 4.86%.
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Note 5. Investment Securities

Investment securities have been classified in the balance sheet according to management’s intent. The
following is a summary of the investment securities at their amortized cost and estimated fair value with
gross unrealized gains and losses at December 31, 2007:

Gross Gross
Amortized Unrealized  Unrealized Fair
Cost Gains Losses Vatue

(in thousands)

December 31. 2007
Available-for-Sale Securities:

U.S. Government and Agency Securities .......... $1,230 $19 $ — $1,249

Mortgage Backed Securities . .................. 4,861 39 — 4,900
Total Available-for-Sale Securities. . ............... $6,091 §_5§ $ — $6,149
Held-to-Maturity Securities:

State and Municipal Securities ................. $ 987 $4 $ 2§ 989

The fair value of these securities is based upon quoted market prices. There were no realized gains or
losses for the period ended December 31, 2007. The net unrealized gain on available-for-sale securities
included in accumulated other comprehensive income for the initial operating period was $58,158. No
securities were pledged as of December 31, 2007.

Management does not believe that any of the Company’s investment securities are impaired due to
reasons of credit quality. Declines in the fair value of available-for-sale securities below their cost that are
deemed to be other-than-temporary are reflected in earnings as realized losses. In estimating
other-than-temporary losses, management considers among other things (i) the length of time and the
extent to which the fair value has been less than cost, (ii) the financial condition and near-term prospects
of the issuer and (iii) the intent and ability of the Company to retain its investment in the issuer for a
period of time sufficient to allow for any anticipated recovery in fair value. Accordingly, as of
December 31, 2007, management believes that the gross unrealized losses detailed in the table above are
temporary and no impairment loss should be realized in the Company’s Statement of Operations.

At December 31, 2007, the Company had no securities with unrealized losses which were in a
continual loss position for greater than 12 months,

The amortized cost, estimated fair value and average yield of debt securities at December 31, 2007 are
shown below. In the case of securities available for sale, the average yields are based on effective rates of
book balances at year end. Yields are derived by dividing interest income, adjusted for amortization of
premiums and accretion of discounts, by total amortized cost. Mortgage-backed securities are classified in
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Note 5. Investment Securities (Continued)

accordance with estimated lives. Expected maturities may differ from contractual maturitics because
borrowers may have the right to prepay obligations.

Available-for-Sale Securities Held-to Maturity Securities
Weighted Weighted
Amortized Fair Average  Amortized  Fair Average
Cost Value Yield Cost Valoe Yield
(dollars in thousands)
DucinOne YearorLess . .............. $ 617 $ 623 513% $— §—
Due from One Year to Five Years ........ 2,451 2,473 5.13% 987 989 4.86%
Due from Five Years to Ten Years ........ 2,228 2,252 5.15%
Due after Ten Years. . .. ............... 795 801 5.20%

$6,091 $6,149  5.15%  $987  $989  4.86%

Note 6. Loans and Allowance for Loan Losses

Loans are summarized as follows at December 31, 2007;

December 31,2007
Amount Percentage of

Outstanding Total
(dollars in Thousands)
Commercial loans .. ......... .. ... ... ... iiurounn $ 7.876 43.3%
Real estate loans . ........... e 9,293 51.1%
Otherloans ............. ... ... .. iiiiiiin, 1,030 5.6%
Total Loans, including net loancosts. . ............... 18,199 100.0%
Less—Allowance for loan losses . ................... (269)
NELIOANS . o vttt et e e et e e e $17,930

The Company’s lending strategy is to attract entrepreneurs and small to mid-sized business borrowers
by offering a variety of commercial and real estate loan products and a full range of other banking services
coupled with highly personalized services. The Company offers sécured and unsecured commercial term
loans and lines of credit, construction loans for individual homes and commercial and multifamily
properties, accounts receivable and equipment loans, and home equity lines of credit. The Company’s
primary lending occurs within the Greater Los Angeles area.

The Company had no impaired or non-accrual loans since it commenced business. There were no
loans past due 90 days or more in either interest or principal at December 31, 2007.
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Note 6. Loans and Allowance for Loan Losses (Continued)

The following table presents an analysis of changes in the allowance for loan losses durmg the period
indicated:

Initial '()i)erating

Period Ended
December 31
; 2007 '
(in thousands) °
Allowance balance at beginning of period . ................... $ —
Additions to the allowance charged to expense ... .......... 269
Recoveries .. ... .. . . . e, P —_
269
Less loans charged-off . .............................. —
Allowance balance at end of period. ......... e . $269

|

Note 7. Premises and Equipment ‘ !

Premises and equipment consisted of the following at December 31, 2007

(in thousands)

Leasehold improvements . . ... ... .. ... utuurineeirneenn.s $ 847
Furniture, fixtures and equipment . ................. PRI 859

S " 1,706
Less accumulated depreciation & amortization . .. ............... (124)

Total depreciation and amortization expense for the operatlng period from August 15, 2007 until
December 31, 2007 was $123,000.

The Company entered into a lease for an office facility for the banking operation. The lcase
agreement is for a term of seven years commencing on July 1, 2007 with one renewal option of five years
and provides for minimum lease payments as follows:

(in thousands)

2008 L e e e e $ 241
2000 . 248
2000 . e 256
) 264
2D e e e 21
2003 L e e e e e 279
2008 e e 142

$1,701
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Note 7. Premises and Equipment (Continued)

Total rental expense for the operating period from August 15, 2007 until December 31, 2007 was
approximately $89,000.

The Lessor has the right to draw upon a letter of credit issued in the amount of $293,000 to cover
. liquidating damages associated with construction cost and the loss of future rental income which will
remain in force until September 30, 2008. However as of January 1, 2008, the amount of the letter of credit
was reduced by one-half of the initial amount, or $146,500.

Note 8. Deposits

As of December 31, 2007 the scheduled maturities of Company time deposits was as follows:

Maturities Amounts
{in thousands)
Three months or less .. ...... ... ..., $3,042
Over three and through twelve months. .. ... ... ... ............ 4,038
Overtwelve months . . ... ... i i e —_
L - Y $7,080

Note 9. Borrowing Arrangements

The Bank may borrow up to $2,000,000 overnight on an unsecured basis from one of its correspondent
banks. As of December 31, 2007, no amounts were outstanding under this arrangement and no assets have
been pledged as collateral.

Note 10, Employee Benefits Plans

The Company has a 401(k) Profit Sharing Plan for all employees and permits voluntary contributions
of their compensation on a pre-tax basis. The Company’s Board of Directors approved a contribution for
both 2007 and 2008 matching 100% of the employee’s contribution up to the first 3% of the employee’s
total compensation and matching 50% of the employee’s contribution up to the next 2% of the employee’s
total compensation. The Company’s expense relating to the contributions made to the 401(k) for the year
ended December 31, 2007 was $49,000. ‘

Participants are 100% vested in their own voluntary contributions. The Company’s matching
contribution was made using “safe harbor” guidelines, which must be elected each year by the Company’s
Board. “Safe Harbor” contributions are immediately vested.
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Note 11. Stock-Based Compensation

During the initial operation period ended December 31, 2007, the Company recorded $267,000 of
stock-based compensation expense. At December 31, 2007, unrecorded compensation expense related to
non-vested stock option grants totaled $1.8 million and is expected to be recognized as follows:

Stock Option

Compensation
Expense

(in thousands)
2008 . .o e $ 690
2009 . . L e e e e e e e e 690
2000 . . .. e e et 424
5 £ 1 $1,804

The Company uses the Black-Scholes option valuation model to determine the fair value of options.
The Company utilizes assumptions on expected life, risk-free rate, expected volatility and dividend yield to
determine such values. If grants were to occur, the Company would estimate the life of the options by
calculating the average of the vesting period and the contractual life. The risk-free rate would be based
upon treasury instruments in effect at the time of the grant whose terms are consistent with the expected
life of the Company’s stock options. Expected volatility would be based on historical volatility of other
financial institutions within the Company’s operating area as the Company has limited market history.

The following table summarizes the assumptions utilized for stock options granted for the periods
presented:

Initial Operating

Period Ended
December 31
I, L
Risk-freerate .. ....... ... it 4.80%
Expected term .. .. .. ... e 6 years
Expected volatility .. ......... ... . ... .. o it 29.49%
Dividend yield . ... ... ... 0.00%
Fairvalue pershare .. .. ... ..ottt inn i nnnns $ 3.89

The following table summarizes the stock option activity under the plan for the initial operation
period ended December 31, 2007:

Weighted Weighted Average  Aggregate

Average Remaining Intrinsic
Shares Exercise Price  Contractual Life Value
2007
Outstanding at December 31,2006 ............ —
Granted . ........ .. e 532,770
Exercised .......... ... 0 i, —
Expired.......... ... i —
Forfeited . . . .. ... ... ... o, 1,000
QOutstanding at December 31, 2007 .. .......... 531,770 $9.99 2@ $147,513
Options exercisable at December 31, 2007 ... .. .. — $§ — — $ —
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Note 11. Stock-Based Compensation (Continued)

As no options were exercisable as of December 31, 2007, there were no options exercised during the
initial operating period ended December 31, 2007.

Note 12. Stockholders’ Equity

The Company has authorized 10,000,000 shares of common stock and 10,000,000 shares of serial
preferred stock. Prior to August 10, 2007, the Company issued 45,000 shares of common stock to its nine
founders at $10 per share totaling $450,000. In conjunction with the Company’s initial public offering,
2,442,631 shares of common stock were sold providing the Company with $24,078,828 net of selling
expenses of $797,482. There was no serial preferred stock issued during the period ended December 31,
2007.

Note 13. Income Taxes

Other than the minimum state franchise tax of $800, the Company had no other income tax expense
or benefit for the period ended December 31, 2007, as net operating losses were incurred and deferred tax
assets remain unrecorded, since their realization is dependent on probable future taxable income.
Deferred taxes are a result of differences between income tax accounting and generally accepted
accounting principles with respect to income and expense recognition. The Company has established a
valuation allowance against the net deferred tax assets. At December 31, 2007, the Bank had federal and
state net operating loss carry-forwards of approximately $1,336,000 that expired in 2027..

The following is a summary of the components of the net deferred tax asset account at December 31:

2007 2006

Deferred tax assets:

Start-up CoStS .. ... ... e $ 461,000 $ —

Organizational costs . ... ........c.couueurunn.. 320,000 64,000

Operating loss carryforward . . ... ............... 405,000

Non-employee stock-based compensation .......... 71,000

Allowance for loan losses due to tax differences . . ... 55,000

Depreciation differences .. .................... 34,000

Conversion of accrual basis to reporting . . ......... 5,000 47,000

1711 1-) 2,000

1,353,000 111,000

Valuation allowance . .. ....................... (1,336,000) (111,000)
Deferred tax liability:

Deferredloancosts . . . ... (17,000) —
Net deferred tax assets . .. ... ... vivvninnnnnnn... $ — $ —
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Note 14. Commitments and Contingencies

Commitments to extend credit are agreements to lend to a customer as long as there is not a violation
of any condition in the loan contract. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. Since the Company expects some commitments to
expire without being drawn upon, the total commitment amount does not necessarily represent future
loans. As of December 31, 2007, the Company had undisbursed loan commitments of $7,326,000.

There were no standby letters of credit outstanding as of December 31, 2007.

Note 15. Regulatory Capital

The Bank is subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can trigger mandatory and possibly additional
discretionary actions by the regulators that, if undertaken, could have a material effect on the Bank’s
financial statements and operations. Under capital adequacy guidelines and regulatory framework for
prompt corrective action, the Bank must meet specific capital guidelines that involve guantitative measures
of the Bank’s assets, liabilities, and certain off balance sheet items as calculated under regulatory accepted
accounting practices. The Bank’s capital amounts and classification are also subject to qualnatwc
judgments by the regulators about components, risk-weightings, and other factors,

Quantitative measures established by regulation to ensure capital adequacy require both the Company
and the Bank to maintain the following minimum amounts and ratios (st forth in the table below) of total
and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined) and Tier 1 capital to
average assets (as defined). As of December 31, 2007, the Company and the Bank exceeded all applicable
capital adequacy requirements.

Under the Federal Reserve Board’s guidelines, Manhattan Bancorp is a “small bank holding
company,” and thus qualifies for an exemption from the consolidated risk-based and leverage capital
adequacy guidelines applicable to bank holding companies with assets of $500 million or more. However,
while not required to do so under the Federal Reserve Board’s capital adequacy guidelines, the Company
still maintains levels of capital on a consolidated basis which qualify it as “well capitalized.”

The following table sets forth the Company’s and the Bank’s regulatory capital ratios as of
December 31, 2007:

To Be
Adequately To Be Well
Actual Capitalized Capitalized

Amount  Ratio Amount Ratio Amount Ratio
(in thousands)

Company

Total Capital (risk-weighted assets) ............ $21,570 86.4% $1,997 8% $249% 10%
Tier 1 Capital (risk-weighted assets). . .......... $21,285 853% $ 998 4% $1,498 6%
Tier 1 Capital (average assets). ... ............ $21,285 60.5% $1,408 4% $1,760 5%
Bank

Total Capital (risk-weighted assets) ............ $20,635 82.7% $1,997 8% $2,496 10%
Tier 1 Capital (risk-weighted assets). . .......... $20,350 81.5% $ 998 4% $1,498 6%
Tier 1 Capital (average assets). .. ............. $20,350 57.8% $1,408 4% $1,760 5%
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Note 16. Related Party Transactions

In the ordinary course of business, the Bank may grant loans to certain officers and directors and the
companies with which they are associated. Management believes that all loans and loan commitments to
such parties will be made on substantially the same terms, including interest rates and collateral, as those
prevailing at the time of comparable transaction with other persons.

There have not been any credit transactions with related parties since the Bank commenced
operations.

Deposits from related parties held by the Bank at December 31, 2007 amounted to $2,299,000.

Note 17. Organizational Period

The Bank commenced its operations on August 15, 2007 after receiving approval from the OCC and
the FDIC, Prior to that date, the Company incurred costs in conjunction with the organizational process
and the raising of capital for both the Bank and the Bancorp. These costs were funded by an initial private
stock placement and organizational loans. Following the capitalization of the Bank by the Bancorp, the
costs associated with the organizational expenses were reimbursed to the Bancorp by the Bank.

Organizational expenses were comprised of the following:

Compensation and benefits .. .......... .. ... .. . ... ... ... $ 573,276
Occupancy and equipment . .. ... ... oi it e 84,638
Professional and administrative expenses ....................... 1,096,658
Marketing and business development ... ......... ... ... ... .. ... 30,699
Technology and communication . .......... ..., 29,124
Other exXpenses . .. ... oot e e e e 54,447

1,868,842
Less: Costs associated with the raising of capital . . . ............... (797,482)

1,071,360
Less: Interest earned by Company on subscription funds . . .. ........ {69,424)
Net organizational expenses charged to accumulated deficit . . ... ... .. $1,001,936
Organizational expenses recorded in 2006. . . ... .. ............... $ 269,392
Organizational expenses recorded in 2007. . ... ....... .. ... .. ... 732,544
Net organizational expenses charge to accumulated deficit. ... ... .. .. $1,001,936
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Note 18. Parent Company Only Condensed Financial Statements

The condensed parent company financial statements of Manhattan Bancorp follow:

Condensed Balance Sheet
' ' December 31,
2007 2006
Assets
Cash .. e e e $ 815,788 $206,423
Investment in subsidiary . ........... ... .. .. ... ... 20,407,896 —
Other asssets ... ... ittt i ittt ittt ens — 62,308
Total aSSetS. . oottt e e $21,223,684 $268,731
Liabilities and Stockholders’ Equity :
Accrued EXpemSES . ... ...ttt $ 34,750 $113,123
Stockholders’ equity . ....... ... .. v, 21,188,934 155,608
Total liabilities and stockholders’ equity . . . .. $21,223,684 $268,731
Condensed Statement of Operations
Period from
For the Year June 19, 2006
ended (Inception) to

December 31, 2007 December 31, 2006

Interest income
Interest on investment securities ........... $ 64,141 $ —

Total interestincome . . ..........c...... 64,141 —

Non-interest expenses

Compensation and benefits ... ............ 118,115 71,836
Occupancy and equipment . .............. 19,749 9.673
Legal and professional fees . . ............. 51,160 177,252
General and administrative including taxes . . . . 7,238 10,631
Total non-interest EXpenses . ............ 196,262 269,392
Income (Loss) before equity in undistributed loss ‘
ofsubsidiary. . ........................ (132,121) (269,392)
Loss in equi}y—subsidialy ................. (3,592,104) —_
Netloss ............ T, $(3,724,225) $(269,392)
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Note 18. Parent Company Only Condensed Financial Statements (Continued)

Condensed Statement of Cash Flows

Cash Flows from Operating Activities
Netloss . ... e
Adjustments to reconcile net loss to net cash used in operating
activities:
Net change in:
Depreciation and amortization ......................
Equity in undistributed earnings of subsidiary ... ........
Share-based compensation .........................
(Increase) decrease in accrued interest receivable and other
BSSEES « v ottt
Increase {decrease) in accrued interest payable and other
liabilities ........ ... ...

Net cash used in operating activities. . .. .............

Cash Flows from Investing Activities
Investment in Subsidiary .. ...... .. ... .o oL
Purchase of premises and equipment .. ...................

Net cash used in investing activities . ................
Cash Flows from Financing Activities

Repayment of organizational funds advanced by Bancorp from
Bank

Net cash provided by financing activities

Net increase in cash and cash equivalents. . . ...............

Cash and Cash Equivalents at Beginning of Period . ...........

Cash and Cash Equivalents at End of Year . ... ... ...........

Note 19. Fair Value of Financial Instruments

For the Year
Ended

December 31, 2007

June 19, 2006

{Date of Inception)

through

December 31, 2006

.............

$ (3,724,225)

3,592,104
36,849

62,308

(78,373)
(111,337)

(24,000,000)

(24,000,000)

269,392
24,451,310

24,720,702
609,365
. 206,423

$ 815788

$(269,392)
1,174

(39,277)

113,123
(194,372)

(24,205)
(24,205)

425,000
425,000
206,423

$ 206,423

SFAS No. Statement 107, “Disclosures about Fair Value of Financial Instruments,” defines the fair value
of a financial instrument as the amount at which the asset or obligation could be exchanged in a current
transaction between willing parties, other than in a forced or liquidation sale. Fair value estimates are
made at a specific point in time based upon relevant market information and information about the
financial instrument. These estimates do not reflect any premium or discount that could result from
offering for sale at one time the entire holdings of a particular financial instrument. Because no market
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Note 19, Fair Value of Financial Instruments (Continued)

value exists for a significant portion of the financial instruments, fair value estimates are based on
judgments regarding future expected loss experience, current economic conditions, risk characteristics of
various financial instruments, and other factors. These estimates are subjective in nature, involve
uncertainties and matters of judgment and, therefore cannot be determined with precision. Changes in
assumptions could significantly affect the estimates.

Fair value estimates are based on financial instruments both on and off the balance sheet without
attempting to estimate the value of anticipated future business and the value of assets and liabilities that
are not considered financial instruments. Additionally, tax consequences related to the realization of the
unrealized gains and losses can have a potential effect on fair value estimates and have not been
considered in many of the estimates. The following methods and assumptions were used to estimate the
fair value of significant financial instruments:

Financial Assets

The carrying amount of cash and short-term investments are considered to approximate fair value.
Short-term investments include federal funds sold and interest bearing deposits with other financial
institutions. The fair value of investment securities are-generally based upon quoted market prices. The
fair value of loans are estimated using a combination of techniques, including discounting estimated future
cash flows and quoted market prices of similar instruments where available.

Financial Liabilities

The carrying amount of deposit liabilities payable on demand are considered to approximate fair
value. For fixed maturity deposits, fair value is estimated by discounting estimated future cash flows vsing
currently offered rates for deposits of similar remaining maturities. The fair value of long-term debt is
based upon rates currently available to the Company for debt with similar terms and remaining maturities.

Off-Balance Sheet Financial Instruments

The fair value of commitments to extend credit and standby letters of credit is estimated using the fees
currently charged to enter into similar agreements. The fair value of these financial instruments is not
material.
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Note 19, Fair Value of Financial Instruments (Continued)

The estimated fair value of financial instruments at December 31, 2007 is summarized as follows
(dollar amount in thousands):

2007
' Carrying Fair
Value Value
»  Financial Assets:
Cash and due frombanks. .. ....................... $§ 398 $ 398
Federalfundssold ... ............... ... ccvu.u... 8,565 8,565
Time deposits-other financial institutions . . . ............ 2,386 2,386
Investment Securities . . .. .. ... it i 7,133 7,138
Loams, met . . .. ... e 17,930 17,765
Non-marketable stocks . . . ... ... . . i 1,049 1,049
Accrued interest receivable. .. ... ... .. o L. 114 114
Financial Liabilities: ‘ ‘

Non-interest bearing deposits . . ... ... e e 5,395 5,395
Interest-bearing deposits . ... ... e 12,467 12,263
Accrued interest payable ..............., e 17 17

Commitments to extend credit are written at current market rates. The Company does not anticipate
any interest rate or credit factors that would affect the fair value commitments outstanding at
December 31, 2007. The Company has not issued any letters of credit.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There were no disagreements with the Company’s accountants on accounting and financial
disclosures.

At a meeting on May 24, 2007, the Board of the Company, upon the recommendation of its Audit
Committee, dismissed Hutchinson and Bloodgood, LLP (“Hutchinson™) as the Company’s principal
independent accountant. At the same meeting, the Company’s Board, again upon the recommendation of
its Audit Committee, selected the accounting firm of Vavrinek, Trine, Day & Co., LLP (“Vavrinek”) as the
independent accountant for the Company’s 2007 fiscal year.

Hutchinson audited the consolidated financial statements of the Company for its initial operating
period ended December 31, 2006. Hutchinson’s report on the Company’s financial statements for this
period did not contain an adverse opinion or disclaimer of opinion, nor was the report qualified or
modified as to uncertainty, audit scope or accounting principles.

For the Company’s initial operating period beginning on June 19, 2006 and ending on December 31,
2006 and during the subsequent interim period from January 1, 2007 through May 24, 2007, there were no
disagreements between Hutchinson and the Company on any matter of accounting principies or practices,
financial statement disclosure, or auditing scope or procedure, which disagreements, if not resolved to the
satisfaction of Hutchison, would have caused it to make reference to the subject matter of the
disagreements in connection with its reports or the result of any reportable events, as defined in Item 304
(a)(1)(iv) of Regulation S-B.

In engaging the accounting firm of Vavrinek, the Company has provided the firm with completed
transactions sufficient for them to complete their review of the Company’s first 10-QSB for the first
quarter ended March 31, 2007. :

Prior to the May 24, 2007 Board Meeting where the change in accountants was affirmed, the
Company’s management, in conjunction with the Company’s Audit Committee, solicited and evaluated
proposals from three regional auditing firms with the intent of selecting a f1rm with recent expenence
associated with SOX 404 and SEC filing experience.

ITEM 9A(T). CONTROLS AND PROCEDURES

The Company maintains disclosure controls and procedures (as defined in the Exchange Act
Rule 13a-15(e)) that are designed to assure that information required to be disclosed in our Securities
Exchange Act of 1934 reports is recorded, processed, summarized and reported within the time periods
specified in the Securities and Exchange Commission’s rules and forms, and that such information is
accumulated and communicated to management, including the Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow timely decisions regarding required disclosures.

In designing and evaluating the disclosure controls and procedures, management recognizes that any
controls and procedures, no matter how well designed and operated, can provide rcasonable assurance
only of achieving the desired control objectives, and management necessarily is required to apply its
judgment in weighing the costs and benefits of possible new or different controls and procedures.
Limitations are inherent in all control systems, so no evaluation of controls can provide absolute assurance
that all control issues and any fraud within the Company have been detected.

As required by Exchange Act Rule 13a-15(b), as of the end of the period covered by this report the
Company, under the supervision and with participation of the Chief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of our disclosure controls and procedures. Based upon this evaluation,
the Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and
procedures were effective as of that date.
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During the quarter ended December 31, 2007, there was no significant changes in our internal
controls over financial reporting (as defined in Rule 13a-15(f) of the Securities Exchange Act of 1934, as
amended) that has materially affected, or is reasonably likely to materially affect, the Company’s internal
control over financial reporting.

This Annual Report on Form 10-K does not include a report of management’s assessment regarding
internal controls over financial reporting or an attestation report of our registered public accounting firm
regarding internal control over financial reporting due to the transition period established by rules of the
Securities and Exchange Commission for newly public companies.

ITEM 9B. OTHER INFORMATION

None

PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORATE GOVERNANCE

The Company has adopted a Code of Conduct that applies to all employees, directors and officers,
including the Company’s principal executive officer, principal financial officer and principal accounting
officer. A copy of the Code of Conduct-is available, without charge, upon written request to Bank of
Manhattan, 2141 Rosecrans Avenue, Suite 1160, El Segundo, CA 90245,

The Company does not have a class of equity securities registered pursuant to Section 12 of the
Securities Exchange Act of 1934. Therefore, the Company’s officers and directors, and persons who own
more than 10% of the Company’s common stock, are not subject to the reporting requirements under
Section 16(a) of the Securities Exchange Act of 1934. The remainder of the information required under
this Item is found in the Company’s definitive proxy statement for the 2008 annual meeting of sharcholders
(the “Proxy Statement™) and is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information required under this Item is found in the Company’s Proxy Statement and is
incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCK HOLDER MATTERS

The information required under this Item is found in the Company’s Proxy Statement and is
incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required under this Item is found in the Company’s Proxy Statement and is
incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required under this Item is found in the Company’s Proxy Statement and is
incorporated herein by reference.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
See attached index to exhibits, which is incofporated herein by reference.

SUPPLEMENTAL INFORMATION TO BE FURNISHED WITH REPORTS FILED PURSUANT
TO SECTION 15(d) OF THE ACT BY REGISTRANTS WHICH HAVE NOT REGISTERED
SECURITIES PURSUANT TO SECTION 12 OF THE ACT

As of the date of the filing of this report, neither the Company’s proxy materials nor annual report to
shareholders has been sent to the Company’s shareholders. The Company will furnish copies of the
Company’s proxy materials and annual report to shareholders to the Commission on or prior to the time it
is sent to the Company’s shareholders.
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SIGNATURES

Pursuant to the requirement of the Securities and Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

MANHATTAN BANCORP

Date: April 9, 2008 By: /s/ JEFFREY M. WATSON

Jeffrey M. Watson
President and Chief Executive Officer (Principal
Executive Officer)
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Exhibit

Number Index to Exhibits Reference
31 Articles of Incorporation of Manhattan Bancorp, as amended 1)
3.2 Bylaws of Manhattan Bancorp {1)
4.1 Specimen Common Stock Certificate (2)

10.1 Lease of Main Office of Bank of Manhattan 2
10.2 Executed Employment Agreement between Bank of Manhattan

And Jeffrey M. Watson 3)
10.3 Form of Stock Option Plan (2)
10.4 Financial Advisory and Consulting Agreement dated March 7,

2007 between Carpenter & Company and SB Organizing Group 2
10.5 First Amendment to Financial Advisory and Consulting Agreement

Dated March 7, 2007 between Carpenter & Company and SB

Organizing Group 2)
10.6  Executed Employment Agreement between Bank of Manhattan

And Dean Fletcher )]
10.7 Executed Employment Agreement between Bank of Manhattan

And Randall T. Hata 3)
10.8  Executed Employment Agreement between Bank of Manhattan

And David Ross 3
109  Executed Employment Agreement between Bank of Manhattan

And Kevin Campbell 3)
10.10  Selected Dealer Agreement between Manhattan Bancorp and Stone &

Youngberg, LLC 3
11 Statement Regarding Computation of Net Income (Loss) per Share C))
14 Code of Conduct (5)
21 Subsidiaries of the Registrant (5)
23.1  Consent of Vavrinek, Trine, Day & Co, LLP 3
232 Consent of Hutchinson & Bloodgood, LLP (5)

31.1 Certification of the Chief Executive Officer pursuant to Rule 13a-14(a) or 15d-14(a)
of the Securities Exchange Act of 1934, as amended

31.2  Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) or 15d-14(a)
of the Securities Exchange Act of 1934, as amended

321 Certification of the President and Chief Executive Officer pursuant to 18 U.S.C.
Section 1350, as amended pursuant to Section 906 of the Sarbanes-Oxley Act of
2002

322 Certification of the Chief Financial Officer pursuant to 18 U.5.C. Section 1350, as
amended pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

(1) Incorporated by reference to Form SB-2 Registration Statement filed with the Securities and

Exchange Commission on February 5, 2007.

(2) Incorporated by reference to Pre-Effective Amendment No. 1 to From SB-2 Registration Statement

as fited with the Securities and Exchange Commission on March 20, 2007.
(3) Incorporated by reference to Form 10-QSB for the quarter ended September 30, 2007

(4) The information required by this exhibit is incorporated by reference from Note 2 to the Company’s

financial statements included herein.

(5) Incorporated by reference to Form 10-K for the year ended December 31, 2007.
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Exhibit 31.1
CERTIFICATION
(Section 302 of Sarbanes-Oxley)

I, Jeffrey M. Watson, President and Chief Executive Officer of Manhattan Bancorp, certify that:
I have reviewed this annual report on Form 10-K of Manhattan Bancorp;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
Or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) internal controls over
the financial reporting {as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) for the registrant
and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant is made known to us by others within that entity, particularly during the period in
which this report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as
of the end of the period covered by this report based upon our evaluation; and

c. disclosed in this report any changes in the registrant’s internal control that occurred during the
registrant’s fourth fiscal quarter that has materially affected, or is reasonable likely to materially
affect, thé registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors:

a. all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonable likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: April 9, 2008 ‘ /s/ JEFFREY M. WATSON

Jeffrey M. Watson
President and Chief Executive Officer




Exhibit 31.2
CERTIFICATION
(Section 302 of Sarbanes-Oxley)

I, Dean Fletcher, Executive Vice President and Chief Financial Officer of Manhattan Bancorp, certify
that:

1. I have reviewed this annual report on Form 10-K of Manhattan Bancorp;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) internal controls over
the financial reporting (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) for the registrant
and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant is made known to us by others within that entity, particularly during the period in

-which this report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as
of the end of the period covered by this report based upon our evaluation; and

¢. disclosed in this report any changes in the registrant’s internal control that occurred during the
registrant’s fourth fiscal quarter that has materially affected, or is reasonable likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors:

a. all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonable likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: April 9, 2008 /s/ DEAN FLETCHER

Dean Fletcher
Executive Vice President and Chief Financial Officer




Exhibit 32.1

Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

This certification is provided pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and accompanies
the annual report on Form 10-K (the “Form 10-K”) for the year ended December 31, 2007 of Manhattan
Bancorp (the “Company”).

I, Jeffrey M. Watson, President and Chief Executive Officer of the Company, certify that, to the best of my
knowledge:

1. The Form 10-K fully complies with the requirements of Section 13(a) or Section 15(d) of the
Securities Exchange Act of 1934 (15 U.S.C. 78m(a) or 780(d)); and

2. The information contained in the Form 10-K fairly presents, in all material respects, the financial
condition and results of operations of the Bank as of the dates and for the periods presented in
the financial statements included in such reports.

Dated: April 9, 2008

/s/ JEFFREY M. WATSON

Jeffrey M. Watson
President and Chief Executive Officer




Exhibit 32.2

Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

This certification is provided pursuant to Section 306 of the Sarbanes-Oxley Act of 2002 and accompanies

the annual report on Form 10-K (the “Form 10-K”) for the year ended December 31, 2007 of Manhattan
Bancorp (the “Company”).

I, Dean Fletcher, Executive Vice President and Chief Financial Officer of the Company, certify that, to the
best of my knowledge:

3. The Form 10-K fully complies with the requirements of Section 13(a} or Section 15(d) of the
Securities Exchange Act of 1934 (15 U.S.C. 78m(a) or 780(d)); and

4. The information contained in the Form 10-K {fairly presents, in all material respects, the financial
condition and results of operations of the Bank as of the dates and for the periods presented in
the financial statements included in such reports.

Dated: April 9, 2008

/s/ DEAN FLETCHER

Dean Fletcher
Executive Vice President and Chief Financial Officer




At Bank of Manhattan, our goal is to build loyal partnerships with employees, customers,
shareholders and our community. As entrepreneurs, we understand your banking needs and
work to provide service and products that suit your business and personal finances including—

+ Online Banking. ]
+» Personal Accounts including Checking, Money Market, Savings, Certificate of
Deposits and Investment Sweeps.

* Business Accounts including all the Personal privileges, plus lending card
services and Remote Deposit Capture.

Expand your banking relationship and experience old-school service with new-school perks.

BE PRIVILEGED. BANK MANHATTAN.
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